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EDITORIAL 


What Is Income? One of the most difficult problems which 
confronts economists, auditors, corpo- 
rate officers and counsel is the determination of the extent to which 
dividends or even interest payments may be regarded as pure 
income. The significance of this question was not generally 
grasped during the time of abundant distributions. Then it 
was quite possible for a corporation to declare a dividend which 
represented in part a repayment of capital and in part earned 
income. Now dividends have shrunk in numbers and amount to 
such a point that it becomes almost imperative to obtain a true 
understanding of what dividends really are. As an illustration 
of the consideration which is being given to the problem it is inter- 
esting to look at a statement dated March 31, 1933, issued by the 
Tri-Continental Corporation. This document was published by 
order of the board of directors of the corporation and the following 
excerpts are of special import: 
‘There are certain matters regarding the income account which 
we would call to your attention. In recent years, changes in 


conditions and in the laws affecting the payment of dividends 
have resulted in a very substantial change in the nature of divi- 


derids. Today, dividends may no longer be assumed to represent: 


distributions of current income. Under the existing laws of many 
states, dividends may be paid out of excess of assets over 
legal capital and liabilities, whether such excess is the result of 
accumulations of income or of purely capital transactions. Even 
interest payments, in certain circumstances, may not represent 
income to the recipient. 
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‘“‘We have been giving much consideration to the question of 
how far, in such circumstances, dividends, interest payments and 
other items should be brought into the income account. After 
consultation with counsel and auditors we have, however, been 
unable to find any satisfactory rules by which we can be governed 
in including or excluding certain items from the income account, 
which can be regarded as based on an accepted practice or which 
would be likely to be generally understood by investors. We 
have, therefore, with the concurrence of our counsel and auditors, 
determined to continue for the present to include in income all 
cash dividends, interest payments and service fees, except those 
expressly declared or stated to be liquidating distributions. We 
desire, however, to make it clear to shareholders that neither all 
amounts shown in the income account nor the dividends being 
currently paid by the corporation are to be regarded as repre- 
senting wholly income.” 


A Distinction Diffi- The frank admission in this statement 
cult to Biche that the company has been unable to 
draw a line of demarcation which will set 
off the portion of payments which represent income demonstrates 
the complexity of the whole affair. Probably in more cases than 
one would suppose the payments of current dividends are drawn 
from accumulated earnings of the past or, as the statement says, 
from ‘‘purely capital transactions.’”’ Furthermore, even if it 
were practicable to distinguish clearly between incomes of the 
past and of the present, there would still remain the strangely 
insoluble problem, which seems inherent in all corporate finance, 
of dividing the income of any one year into income earned and 
income otherwise acquired. It will be remembered that a com- 
mittee of the American Institute of Accountants spent several 
years of research in an effort to lay down just rules for the appor- 
tionment of income according to its proper derivation. That 
committee made a report which has received wide circulation and 
it probably represents something closely approaching a fair defi- 
nition. Nevertheless, it is not final, and perhaps no definition 
can ever be regarded as conclusive. 

With this fundamental difficulty underlying the classification 
of income it is not astonishing to learn that the efforts of law- 
yers, accountants and corporate officers in the case of the Tri- 
Continental Corporation produced nothing more definitive than 
an admission of inability to define. 
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Editorial 


It seems that some sort of standard for 
Probably Best an arbitrary division of income will be 
the most that can be expected. No 
rule can be written which will meet all cases with equal justice, 
but, if accountants can reach an agreement among themselves as 
to what is the best plan for distinguishing the earned from other 
income, the business world will probably accept that dictum and 
upon it proceed to calculate the proportion of earned and unearned 
income. At least something has been gained by the exposition of 
the difficulties which arise. To recognize a problem which has 
no answer is at any rate a step in the right direction. It is a 
diagnosis even if it offers no cure. Here is a broad field in which 
the intellectual accountant can find ample scope for exercise of 
his mental abilities.. Men with wide experience in practice and 
men with a deep knowledge of the theory of accounts can work 
together and evolve perhaps an answer which will not be abso- 
lutely true but will be near enough to the truth to merit accept- 
ance. The matter has a vital significance, particularly in the 
taxation of income. It is not right in principle to levy an income 
tax upon revenues which are merely a return of capital or upon 
things which are derived from a lessening of the value of capital 
investment. It is right under the constitution of the country to 
levy tax upon income which is clearly so classified. There seems 
to be a probability that during the next few years, and perhaps for 
a long time to come, the rates of income taxation will increase to 
meet the extraordinary conditions which have arisen. It is then 
all the more imperative that the higher rates of tax shall be im- 
posed in accordance with the most intelligent rules of income de- 
termination. Problems such as this are one of the great factors 
which make accountancy alluring. 


The Fringe of the This magazine has always stood 
Gold Standard staunchly in favor of maintenance of 

the gold standard. Hundreds of very 

wise people believe that adherence to the tradition of the weight 
and fineness of gold as the chief tenet of our fiscal creed is a sur- 
vival of nothing much more binding than superstition. Scores 
of articles have been written describing scores of ways of establish- 
ing and maintaining a standard of values based upon something 
intangible. We all know that the dollar or the pound or the franc 
is only a symbol of value and it fluctuates up or down as the value 
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of the things which money can purchase moves down or up. 
Nevertheless, gold is—or rather, one should say, has been—a 
standard that has worked much better than any of the other 
measures of value ever employed. Now, officially, we are off the 
gold standard and few people know exactly what that means. 
One of the English papers—we believe it was the Times—said 
recently that there were only two men in Britain who understood 
the problem of gold in foreign exchange—and those two men dis- 
agreed. That is about the state of affairs here. Even in Wall 
street, which is supposed to be a mine of financial wisdom, one 
must seek diligently to find any two men who will agree. There 
are gold-standard men and their opponents, but no one seems to 
know precisely where the departure from the gold standard is 
taking us. There are as many theories as theorists. However, 
whether we like it or not, it has been determined by those who 
have the power to act that the gold standard shall be abandoned. 
The best that any of us can do is to hope that the experiment will 
not fail to produce such good results that its adoption may be 
justified. At any rate, it does not appear that any great and 
everlasting harm will be done by leaving the gold standard for a 
little while, unless it be found in future that we can not return to 
that strong tower from which we set out. 


Closely allied in the public mind with 
the abandonment of the gold standard 
is the legislation authorizing inflation 
of the currency. Everyone at present is willing to make sacri- 
fices even of treasured beliefs in order to bring about a betterment 
of conditions generally. Perhaps inflation is necessary and it 
does no good to be captious in condemning factitious aids to im- 
provement. We do not believe, however, that in the long run 
much can be accomplished by artificial stimulation of trade. 
Trade is a thing which must grow naturally in order to attain its 
full stature. If it requires daily administration of oxygen to keep 
it alive the end is not far off. Inflation seems to us to be one of 
those absolutely unnatural stimulants. If the peril can be kept 
within bounds perhaps no harm will accrue. But it is certainly 
much easier to make dollars without collateral than it will ever 
be to restore collateral values to keep pace with our increasing 
dollars. 


Inflation Is Another 
Matter Altogether 


404 


3 
| 
| 
q 


Editorial 


No one wishes to oppose any experiment 
Be Helpful which holds more promise of success 

than of failure, and it is entirely outside 

the range of this magazine’s purpose to discuss anything which 
can be regarded as chiefly political in character. To account- 
ancy, party politics should be objective merely. But with all 
these provisos in mind it still remains our firm conviction that in- 
flation officially authorized is not necessary and will not lead to the 
results which have been predicted for it by its sponsors. Account- 
ants have an intimate interest in all problems of value, and it is 
not improbable that before the current phase of experimentation 
shall have passed they will be called upon to assist in checking 
the spread of inflation or to help bring the dollar and the country’s 
assets back to their proper ratio. It seems to behoove every 
accountant to become familiar with the principal points at issue. 


A few months ago information was re- 
ceived to the effect that the public 
libraries of one of the great cities of the 
country contained practically nothing in literature relating to 
accountancy or accounting. Since that time other information 
of a similar character relative to the situation in other cities has 
indicated that the conditions in the first case are not unique. 
For some reason which is not easily discernible, public libraries 
have been lamentably backward in attempting to supply the 
wants of readers who desired to learn something of accounts and 
their uses. Of course, at the present time, when library appro- 
priations have been cut to the bone and in some municipal budgets 
have been omitted altogether, it is not a propitious moment to 
urge additional outlay; but it does seem to everyone who under- 
stands the importance of accounting that any library which has 
no section devoted to this subject is not entitled to describe itself 
as up-to-date or as serving the actual needs of the community. 
Although this is not the time to increase budgets of expenditure 
there is another way in which it is possible to supply the public 
with the necessary texts for reference and perhaps to expand the 
plan a little further and supply some things which are not abso- 
lutely necessary but eminently desirable. This plan is one de- 
vised by the accountants of the state of Maryland and its history 
and details are highly significant. At a meeting of the Maryland 
Association of Certified Public Accountants held in March, 1932, 
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an appropriation of $500 as an initial expenditure for a profes- 
sional library was approved. The resolution also provided for an 
annual appropriation of $200 for new books thereafter. The 
amounts so appropriated are made payable to the public library— 
in this case the Enoch Pratt free library of Baltimore—under an 
arrangement by which the librarian has agreed to act as custodian 
of the association’s collection. The agreement stipulates that the 
library shall purchase out of the funds thus provided all books 
which may be ordered from time to time by the association. 
These books are housed on the shelves of a special section of the 
business and economics department under an identifying label 
indicating their ownership. In addition to constituting a profes- 
sional reference library for the members of the association, each 
member has the privilege of borrowing any extra copies of books 
on presentation of his card of membership in the association to- 
gether with the usual library card. All books in the collection 
bear appropriate labels on the inside cover and the extra copies 
have additional labels which distinguish them from the others. 
The general public may consult freely all the association’s books 
but may not withdraw any of them from the library. The asso- 
ciation has at present nearly two hundred books in its collection. 
There are standard texts on accounting, auditing, etc., and there 
are also books dealing with special branches of accounting and 
federal taxes. The association proposes to have printed a cata- 
logue of the collection including author and subject indexes. 
These catalogues will be capable of expansion so that the members 
may index subsequent purchases and may also make additions 
from time to time to the subject index in order to increase its use- 
fulness. This plan, which has not involved a great outlay, has 
been working quite satisfactorily and no doubt has been of 
service to the accountants themselves and to a great many per- 
sons outside the membership of the association. What has been 
done in Baltimore could be done in almost every great city, espe- 
cially in those cities where there are strong local organizations of 
professional accountants. The lack of accounting literature on 
the shelves of public libraries is not only deplorable but, as it now 
appears, is avoidable even in lean times. 


So many extraordinary developments 
are taking place politically in this coun- 
try, with a president and congress working in harmony, that it is 
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easily possible to overlook the fundamental character of the 
changes. Almost before we realize that a revolutionary step has 
been taken we shall be compelled to confront its effects. So far 
as accountancy is concerned there has probably never been in 
the history of this country so far reaching a measure as that which 
has just been passed by the house of representatives under the 
title “‘national securities act.” In brief this measure is primarily 
designed to prevent the flotation of securities, so called, which 
have no security in them. The bill calls for full disclosure of all 
necessary details, so that the authorities and the public may be 
in a position to determine for themselves whether the issuing 
company is or is not worthy of confidence. It is in effect a kind 
of federal blue-sky law, but it carries with it several new and 
promising peculiarities. That which is of the greatest impor- 
tance perhaps toeveryone—certainly to accountants—is contained 
in the clauses which relate to the preparation and presentation of 
financial statements. It is provided throughout the bill that 
such statements shall bear a certificate of professional account- 
ants. The bill is not applicable to companies whose securities 
have already been floated, but it applies to everything issued 
from now onward. By the terms of the bill no company here- 
after may issue stocks, bonds or any other form of security with- 
out having presented to the federal trade commission a sufficient 
exposition of its fiscal affairs. This will mean the imposition of 
a tremendous burden of responsibility upon the accountants of 
the whole country. Fortunately the accession of work will proba- 
bly be gradual and will not overwhelm by a sudden rush. 
Nevertheless, there will be abundant opportunity for the profes- 
sion to show the mettle of its pasture. Following close upon the 
heels of decisions made by stock and other exchanges requiring 
audit and certification of accounts, this new policy of federal 
control should convince even the most pessimistic and diffident 
accountant that his place in the community has become one of 
peculiar potentialities. The bill is not meticulous. It is general 
rather. There may be changes in conference before final en- 
actment and, of course, the regulations for administration are 
yet to be announced. Until everything is made clear it is diffi- 
cult to comment in any way except in generalities. This much 
must be said, however: a vast labor will be imposed upon the 
profession. It is gratifying and somewhat flattering. The pro- 
fession is equipped to do its duty in a way that will help forward 
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the whole country, its business and its business people. The task 
will be assumed with confidence tempered by humility, and ac- 
complishment will be assured if every member of the profession 
will recognize his own individual part in the whole scheme of 
things. 


It has long been a custom to revert in 
these pages to the impropriety of 
bidding for professional work. At times 
it seemed that these attempts to bring about reform were like the 
voice of one crying in the wilderness. Accountants have been — 
ready to admit almost unanimously that the work which a pro- 
fessional man does should never be subjected to the competitive 
principle, but nearly all accountants have yielded to the demand 
of persons or corporations which had accounting work to be done 
and desired to obtain the lowest price for the doing of the work. 
There have been a few braver souls among the practitioners who 
have steadfastly declined to be inveigled into any contest or 
rivalry for any specific task, and it is always gratifying to hear 
of instances in which the effort to abolish bidding has borne fruit. 
A member of the council of the American Institute of Accountants 
writes us as follows: 


Let Bidding Be 
Outlawed 


‘For the last twenty years the board of education of . . . has 
asked for bids from the various accounting firms for the annual 
audit for the school district. Of course, bids have been submitted 
by some firms and it has usually been awarded to the lowest 
bidder. Several firms, including our own, have consistently de- 
clined to submit bids for these audits, and our firm has made it a 
practice to send a courteous letter to the board explaining why 
we could not submit such a bid and pointing out why it was not 
a proper way to secure accounting services. A few weeks ago 
a member of the school board called upon us and stated that the 
school board had unanimously agreed that it was proper to select 
accountants by asking for bids and taking the lowest bidder if 
they wished also to have their tonsils removed on the same basis, 
and that, therefore, they had decided that this year they would 
not ask for bids, and asked us to make the audit of the district 
at regular per-diem fees. The fact that they came to us is im- 
material, but the gratifying thing to those of us who have stood 
solidly against the idea of bidding is that the board has unani- 
mously abandoned the idea. It encourages me to believe that if 
accountants would steadfastly pursue a far-sighted policy in this 
regard, it would not be long before business men and public 
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officials would come to understand and respect the profession 
and would realize the absurdity of buying accounting service on 
the basis of who will do it cheapest.” 


The city in which this incident occurred is one of the large centers 
of activity in this country. It has had for many years an active 
and progressive group of accountants working for the betterment 
of general business conditions and, of course, for the advance of 
the prestige of the profession. A few years hence it will probably 
seem strange that any one could have expressed gratification at 
the abandonment of bidding, because bidding is certainly doomed— 
to desuetude, but at present the case is important and encourag- 
ing and all those who have helped to bring about the reform are 
to be warmly congratulated. 


} THE JOURNAL OF ACCOUNTANCY for 
Accountants, Clients August, 1932, contained editorial com- 
and Credit In- 
formation ment criticizing severely the practice of 
certain credit agencies in attempting to 
procure from accountants information relative to the affairs of 
accountants’ clients. It was pointed out at that time that the 
whole theory of credit investigation, so far as the position of the 
accountant was concerned, was misunderstood. Numerous com- 
plaints were received from accountants, stating that they had 
been asked by credit agencies to divulge the extent of their investi- 
gations of clients’ affairs and to give other information which the 
accountants felt it would be wholly improper for them to supply 
without the consent of the clients. Upon publication of those 
editorial comments some of the credit agencies were moved to 
reconsider the form of request for information, and communica- 
tions and conversations between accountants and credit-men 
ensued. The result of deliberations which have been recently — 
concluded was an admission by the credit-men that their method 
of approach had been susceptible to misconstruction. Account- 
ants pointed out to them that the relationship between an ac- 
countant and his client was so absolutely confidential that nothing 
whatever could be divulged without the express permission or 
desire of the client. Accountants suggested that no requests 
for information should be addressed to them without written per- 
mission of their clients. This proposal met with ready acquies- 
cence by representatives of credit agencies, and it is understood 
that there will be a radical change in the method of pursuing 
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inquiry. The accountants on their part expressed full willingness 
to do everything possible to assist all fair and reasonable investiga- 
tion by credit agencies, on the distinct understanding that nothing 
whatever could be done until the client had given his approval in 
writing. This puts the whole matter on a satisfactory footing. 
It is perfectly obvious that an accountant’s first duty is to his 
client, but it is also true that in the interests of the client himself 
the accountant should be willing to comply with any instructions 
the client may give, especially when compliance may lead to the 
establishment of the credit relations which the client desires. 


. The following memorandum which em- 
The a Method to bodies the results of meetings between 
rsue ‘ 
accountants and credit-men shows the 
spirit of friendly coéperation which now exists and reflects the 
effect of educative effort put forth by accountants: 


1. Credit agencies should in no case in which the consent of the 
client has not been obtained submit questionnaires direct to 
the accountants. 

2. ‘‘Follow-up”’ letters should contain nothing in the nature of 
threats for failure to reply promptly. 

3. No questions should be asked of the accountant which would 
require an expression of his opinion as to the credit responsi- 
bility of his client. 

4. It is entirely appropriate for credit agencies to ask of their 
clients whether or not their books and accounts are audited 
by independent auditors, and if so, whether or not such 
auditors are certified public accountants. 

5. In making photostatic copies of the accountants’ statements 
the credit agencies should take pains to see that the exact 

“ ie: and content of the accountants’ statements are repro- 
uced. 

6. It might be advantageous to all concerned were the Institute 
to bring before its membership through a special report or 
through an editorial in THE JOURNAL oF ACCOUNTANCY the 
desire of the credit agencies to coéperate with accountants 
and to have their coéperation so far as it may be available 
without violation of ethical standards. 


Men have failed to comprehend the unusual relationship of the ac- 
countant and his client. Too many people seem to believe that 
the accountant is some sort of a public inquisitor who may be 
called upon to present to all who inquire the fruits of his profes- 
sional work. The accountant has a duty to the public, but that 
duty does not include anything which can be construed as a breach 
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of confidence. Naturally, the accountant who is given full access 
to all the records of his client obtains a mass of information which 
must always be regarded as confidential. In other words, when 
the client wishes to have his financial affairs exposed to the view 
of credit grantors he is the only one who can give authority for 
such exposition. The accountant may have the knowledge which 
is sought, but he has also the trust of his client, and that must 
never be betrayed or even imperiled. 
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AMERICAN INSTITUTE OF ACCOUNTANTS 
EXAMINATIONS 


[Following is the text of the examinations in auditing, law and accounting 
meg cp by the board of examiners of the American Institute of Accountants, 
ay 11 and 12, 1933.] 


Examination in Auditing 


May 11, 1933, 9 A. M. to 12:30 P. M. 


Answer all the following questions. 


No. 1 (10 points): 
State what you understand to be the scope of the following: 
(a) Balance-sheet audit 
(b) Complete audit 
(c) Continuous audit 
(d) Special audit 


No. 2 (10 points): 

The E. Z. Corporation issued $100,000 of preferred stock with 
an obligation to set aside a certain percentage of its annual profits 
as a reserve for the final redemption of the stock at par, a corre- 
sponding fund being accumulated in actual cash. It is further 
provided that the corporation may use this cash to repurchase its 
preferred stock in the market, carrying it as treasury stock until 
redeemed. Such redemption may take place at any time on due 
notice to the holders. 

In the course of time the corporation has set up such a reserve 
and cash fund to the amount of $50,000. In 1932, owing to the 
depression in the stock market, it was enabled to buy in the entire 
issueat anaveragecost of 10percent.,or $10,000. Thereupon, after 
giving ‘‘due notice,” it redeemed the entire issue, and its balance- 
sheet now shows cash in the fund of $40,000 and an increase in the 
surplus of $140,000. 

At the annual meeting, which you attend as auditor, you 
are asked if this additional surplus is available for an extra divi- 
dend on the common stock. 

What would you reply? Give your reasons. 
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No. 3 (10 points): 

Why should an auditor insist upon examining all insurance 
policies, life, fire, indemnity, and compensation, in the course 
of his work? 


No. 4 (10 points): 
What would you consider a satisfactory voucher for: 
(a) Payrolls in a large manufacturing business, 
(b) Purchase of a stock-exchange security, 
(c) Investment in a mortgage, 
(d) Investment in, and the current value of, building-and- 
loan shares? 


No. 5 (10 points): 

The A. B. Corporation has ten thousand hands employed in 
some twenty departments. Its payrolls have always been made 
up by departments in standard form, and hitherto it has had little 
trouble in ascertaining each employee’s total compensation, as 
changes from one department to another were very rare. In 
1932 it adopted a ‘‘spread-the-work”’ plan which involved 
not only laying off men for short periods but also switching 
hundreds of them from one department to another as occasion 
demanded. 

Entering on your annual audit engagement February 1, 1933, 
you find the entire clerical staff working frantically to make out 
information returns, the number being greatly increased by the 
lowering of personal exemptions under the federal income-tax 
act of 1932. Wages are paid weekly on the hourly basis, so the 
correct amounts to be returned can be obtained only by tracing 
each man’s time through every departmental payroll. 

You are asked to suggest some method by which the data for 
these information returns may be easily and accurately compiled 
for the future, without disorganizing departmental cost ac- 
counting. 

What would you suggest? 


No. 6 (10 points): : 

The X. Y. Corporation becomes insolvent and you are ap- 
pointed receiver. State in detail the system of accounting you 
will adopt, and the form of your final report to the court. 
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No. 7 (10 points): 

State in detail how you would audit, verify and classify on the 
balance-sheet securities in which the surplus funds of a corpora- 
tion are invested. 

No. 8 (10 points): 

Give four principal examples of contingent liabilities, and state 
how you would proceed to discover them. 
No. 9 (10 points) : 

A merchandising corporation shows in its profits for the year 
under audit a large amount of anticipated cash discounts on its 
accounts payable. Discuss the pros and cons of this practice. 
No. 10 (10 points): 

The X. Y. Corporation shows on its balance-sheet, among its 
assets, the following items: 


$500,000 

$350,000 


What criticisms have you to offer? State the principle 
involved. 


Examination in Accounting Theory and Practice 
PART I 


May 11, 1933, 1:30 Pp. M. TO 6:30 P. M. 


The candidate must answer the first three questions and one other 
question. 
No. 1 (37 points): 

You are engaged by the chairman of the reorganization com- 
mittee of the S Y Manufacturing Company to make an examina- 
tion of the books of account and records of the company for the 
period from January 1, 1926, to June 30, 1932, and to render a 
report. It is specifically requested by the chairman that your 
report contain an application-of-funds statement embodying a 
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complete summary of securities and cash transactions during the 
period. 

Your examination discloses the following facts: 

The company was organized January 1, 1926, to bring together, 
under the control of one corporate management, five competing 
concerns manufacturing automobile accessories, with plants 
located in distant large cities. 

The new corporation took over the fixed assets of all the other 
companies (gross value $8,000,000 less $3,000,000 depreciation), 
issuing cash and securities therefor, as set forth in the following 
summary: 


Cash and securities issued for net assets acquired 


First No-par 
Name of mortgage 7%pre- common 
plant 6% gold ferred stock stock at Cash Totals 
bondsat par atpar _ stated value 
re Sees $ 800,000 $ $ $ 200,000 $1,000,000 
300,000 500,000 800,000 
800,000 400,000 1,200,000 
400,000 400,000 
1,600,000 1,600,000 
Totals...... $1,600,000 $ 300,000 $2,000,000 $1,100,000 $5,000,000 


In order to provide cash for working capital and to pay off bank 
loans of $1,000,000, releasing collateral set up at a like book value, 
additional securities were issued as follows: 

$900,000 first mortgage 6 per cent. gold bonds at 90 
$700,000 7 per cent. preferred stock at par 
100,000 shares, no-par common stock, at $15 per share. 


The capitalization of the new company was as follows: 


First mortgage 6 per cent. sinking fund gold bonds...... $2,500,000 
7 per cent. preferred stock, par value $100 per share. .... $2,500,000 
No-par common stock, stated value $10 per share....... 350,000 shares. 


Further information, obtained in the course of your examina- 
tion, is set forth in the tabulation on the following page. 

As of January 1, 1928, the corporation issued and sold 5,000 
shares of its 7 per cent. preferred stock at par. As of January 1, 
1929, it issued and sold 5,000 shares of its 7 per cent. preferred 
stock at par and 5,000 shares of its no-par common stock at $25 
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per share, in order to provide additional working capital and for 


other corporate purposes. 


Upon the basis of your examination of the company’s accounts, 
you have prepared the following balance-sheet as of June 30, 1932: 


Tue S Y MANUFACTURING COMPANY 
Balance-sheet, June 30, 1932 


Assets 
Current: 
$ 22,160 
425,000 $ 697,160 
Fixed 
Less: reserves for depreciation .............. 3,420,000 7,205,000 
Unamortized bond 42,840 
$7,970,000 
Liabilities and net worth 
Current: 
First-mortgage 6 per cent. sinking-fund gold bonds, 
maturing January 1, 1941 (a)................. 2,100,000 
Net worth: 
Capital stock— 
Preferred 7 per cent. stock, authorized 25,000 
shares, par value $100 each, issued and out- 
standing 20,000 shares................4.-. $ 2,000,000 
Common stock, authorized 350,000 shares no 
par value, stated value $10 each, issued and 
outstanding 305,000 shares............... 3,050,000 
$ 5,050,000 
Paid-in surplus—excess of sale price of common 
stock over stated value thereof................ 575,000 
$7,970,000 
* Denotes red 


(a) Sinking fund payment of $100,000 due May 1, 1932, has not been paid. 
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No. 2 (32 points): 

In order to obtain a controlled source of crude oil to augment 
its own small production, the X Refining Corporation purchased 
the entire outstanding capital stock of the K O Producing Com- 
pany. The latter company had developed several prolific wells 
in a pool area, and the owners were looking for a market for the oil. 
To finance the purchase of the subsidiary, the refining corporation 
sold $600,000 of 7 per cent. preferred stock and paid cash for the 
capital stock of the producing company. 

At December 31, 1930, you are engaged to submit a report 
covering the operations for the year 1930. On the basis of in- 
formation furnished herewith, prepare 

(1) Consolidating balance-sheet as at December 31, 1930. 

(2) Consolidating profit-and-loss statement for the year 1930. 

(3) Consolidated surplus account for the year 1930. 


Trial-balances (per books), December 31, 1930 
x KO 
Refining Producing 


Corp. Company 
Asset accounts: 


Refinery and other property (cost).............. 1,007,391 
Oil property— 
144,328 
Investment in K O capital stock................ 719,500 


$2,069,901 $274,623 


Liability accounts: 


Reserves for depletion and depreciation.......... 202,321 
Preferred stock—7 per 600,000 
Common stock— 

80,000 shares of $10 each..................... 800,000 

10,000 shares of no par value................. 100,000 


$2,069,901 $274,623 
_ 
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Investment account in K O stock 


Shares bought: 
4,100 @ 70 287,000 


10,000 $719,500 
For practical purposes, the date of acquisition was December 
31, 1929, and may be so considered in this problem. 


X REFINING CORPORATION 
Profit-and-loss account (per books) 
Year 1929 Year 1930 


Operating and general 765,503 775,255 
$167,106 $ 90,137 

Depreciation and depletion. 79,886 82,401 
Dividends received on K O stock................... 24,500 250,000 
Dividends paid on preferred stock.................. $s $ 42,000 
Dividends paid on common stock.................. 80,000 120,000 
$ 80,000 $162,000 

Net revenue—to surplus... $ 31,720 $ 95,736 
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K O PropucinGc COMPANY 
Profit-and-loss account (per books) 
(Operations commenced January, 1928) 


Year 1928 Year 1929 Year 1930 


Barrels of oil produced.................. 101,330 398,742 528,067 
Operating and general expenses.......... 136,103 271,597 284,452 


$ 16,206 $206,225 $288,660 
Provision for depletion.................. 


une $ 16,206 $206,225 $288,660 
Dividends paid—June 15th.............. $50,000 $100,000 
Dividends paid—December 15th......... 50,000 150,000 

$ $100,000 $250,000 

Net revenue—to surplus............ $ 16,206 $106,225 $ 38,660 
16,206 122,431 


GENERAL INFORMATION AND REMARKS 


The oil reserves (recoverable oil underground) of the K O Pro- 
ducing Company were estimated, by reliable geologists, to be 
1,407,600 bbls. at December 31, 1930. 

No depletion has ever been provided in the accounts of the K O 
Producing Company. 

For the sake of simplification, assume that no capital additions 
have been made in the period under audit. 

Inter-company sales, during 1930, amounted to $373,408. 
Inter-company profit remaining in inventories is nominal and 
may be ignored. 

Disregard federal-income-tax features. 


No. 3 (17 points): 

From the following data submit, in detail and in total, the value, 
at cost, of the closing inventory. If there is any inconsistency 
with regard to the selling prices of the several sizes, state your 
explanation. 
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During a certain period, a plate-glass factory cast and rolled 
about 850,000 square feet of glass. The product, after cutting up 
in order to eliminate defects, was priced for sale as follows: 


Size No. 


1 28 cents per square foot 

5 14 “ 
6 


Any product below No. 6 was returned to process and remelted. 

As may be seen, the selling price for a given quality varied with 
the size, the largest perfect sheets selling for the highest price per 
square foot. 

The total cost of materials, manufacture, grinding, polishing, 
cutting and sorting, including factory expense, was $120,807. 

The inventories—in square feet—were 


$30,240 
35,376 
2,300 


No. 4 (14 points): 


From the following data, prepare entries for the corporation’s 
books to record all exchange transactions, the exchange position, 
and profits realized. Show, also, what the result would have 
been had the exchange risk not been covered. 

A United States Corporation, owning the entire capital stock of 
a foreign company, sells its raw material to this company at cost. 
From this raw material the foreign company manufactures a cer- 
tain product which it sells exclusively in itsown country. It pays 
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for the raw material bought, and remits the net profits as soon as 
they are realized in cash. 

The unit of this foreign currency is the crown, worth sixty cents 
at par of exchange. 

The rate of exchange declining, the customary measures are 
taken by the U. S. corporation to guard against exchange losses. 
These measures consist, principally, of selling forward the foreign 
currency to be collected. For this reason and purpose, the com- 
pany’s costs and expenses, as well as the proceeds from its sales, 
must necessarily be determined as nearly as possible in advance. 

Crowns are freely bought and sold in the U. S., there being no 
restriction by the foreign government on the transfer of domestic 
funds to other countries. 

On October 1st, when the crown was selling at 30, the U. S. 
corporation shipped raw material which cost $30,000 and billed 
the foreign company for the equivalent of 100,000 crowns, payable 
December 30th. 

It was estimated that all manufacturing, selling, administration 
and other expenses applicable to this venture would be 120,000 
crowns and that the product would be all sold by December 30th 
for 250,000 crowns. The estimate proved to be correct with one 
exception, viz:—the goods were actually sold and delivered by 
December 30th for 255,000 crowns, spot cash, f. o. b. factory. 

The rate of exchange had, in the meantime, fallen to 20. 


No. 5 (14 points): 
An excerpt from the certificate of incorporation of a certain 
corporation reads as follows: 


“So long as five thousand (5,000) or more shares of $7 cumula- 
tive preferred stock shall be outstanding the company shall not 
pay or declare any dividends in cash or property on any of its out- 
standing shares (exclusive of the cumulative dividends on out- 
standing shares of $7 cumulative preferred stock) unless the 
company shall have, out of its net profits or out of its net assets in 
excess of its capital, purchased and canceled or redeemed an ag- 
gregate number of its $7 cumulative preferred stock equal to the 
surg of the number of shares hereinafter designated for such pur- 
chase or redemption in respect of the calendar year in which such 
dividend payment is made and also in respect of each previous 
calendar year subsequent to the calendar year 1927. The number 
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of shares of $7 cumulative preferred stock designated for purchase 
or redemption in respect of each calendar year for the purposes of 
the foregoing calculation shall be one-half of that number of 
shares arrived at by dividing the total number of shares of $7 
cumulative preferred stock outstanding on the first day of Janu- 
ary of such calendar year by the number of full calendar years 
which will elapse between the first day of January (such day being 
included) of the calendar year in respect of which such determina- 
tion is made and January 1, 1943.” 


There were 10,000 shares of preferred stock outstanding at 
January 1, 1928. Noshares were subsequently sold and the com- 
pany acquired preferred stock as follows: 


How many shares of preferred stock will have to be acquired in 
1932 and in 1933 to permit the company to pay a dividend in each 
of those years on its common stock? 

Submit your answer in tabular form. 


Examination in Commercial Law 


May 12, 1933, 9 aA. M. TO 12:30 P. M. 


An answer which does not state reasons will be considered incomplete. 
Whenever practicable, give answer first and then state reasons. 


Group I 
Answer all questions in this group 


No. 1 (10 points): 

State in each of the following cases whether or not Culver is 
legally bound by his promise and state the principles of law on 
which your answer is based: 

(a) Hawkins, upon reaching the age of 65 years, retired from 
the employ of Culver and immediately thereafter Culver promised 
to pay Hawkins $100 each month as long as Hawkins lived. 
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Culver had no established pension plan and at no time prior to 
his retirement had Hawkins expected or had any reason to expect 
a pension. Culver made the payments for four years but then 
discontinued them although Hawkins was still alive. 

(b) Culver signed a subscription list by which he promised to 
give $100 to the Central Church toward the cost of a new organ. 
Other subscribers signed before and after him. The Central 
Church purchased the organ but Culver refused to pay the $100. 


No. 2 (10 points): 

The payee of a note, before its maturity, wrote on the back 
of it: ‘‘I hereby assign all my right and interest in this note to 
Richard Fay in full. (Signed) Harry C. Witte.” The maker 
failed to pay the note at its maturity and Fay sued Witte as an 
endorser. Witte defended on the ground that his writing on the 
back of the note was a qualified endorsement and that he was not 
liable as an endorser. For whom should judgment be rendered? 


No. 3 (10 points): 

Laufer sold furniture to Burghard on a conditional sales 
contract for the sum of $515.39. The furniture was delivered and 
instalments were collected until the balance due on the contract 
was $343. Thereupon Laufer lawfully retook possession of the 
furniture and sold it. Must Laufer account to Burghard for any 
portion of the proceeds of the re-sale, 

(a) if the net proceeds amounted to $400? 

(b) if the net proceeds amounted to $200? 


No. 4 (10 points): 

A certificate of stock for 100 shares of the capital stock of the 
Bond & Share Company, issued to Lovett & Co., was endorsed 
by Lovett & Co. in blank and then sold for value to Whitestone & 
Co. who did not fill in their firm name or otherwise alter the 
certificate. Thereafter it was stolen from Whitestone & Co. 
The thief erased the name of Lovett & Co. as the stockholder and 
their signature as endorser, inserted the fictitious name of Adolph 
Zitman as stockholder, wrote Zitman’s name as endorser, and 
pledged the certificate with Brown & Co., who received it for 
value in good faith and without notice or knowledge of the theft 
or alteration. Does the loss fall upon Whitestone & Co. or upon 
Brown & Co.? 
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No. 5 (10 points): 

Hoven sold a horse to Turner, to be paid for upon delivery at 
Turner’s residence. Hoven instructed Turner to pay Hoven’s 
agent who would deliver the horse. Upon delivery, Turner gave 
the agent a cheque drawn to the order of Hoven. The agent 
endorsed Hoven’s name on the cheque and Turner, at the agent’s 
request, guaranteed the endorsement. The agent cashed the 
cheque and disappeared. Does the loss fall upon Hoven, upon 
Turner, or upon the bank at which the agent cashed the cheque? 


Group II 

Answer any five questions in this group. No credtt will be given 
for additional answers, and if any are submitted only the first five 
will be considered. 

No. 6 (10 points): 

On August 1, 1932, an ice company by a valid contract sold 
7,000 tons of ice to Whitney, who agreed to pay for and remove it 
by November 1, 1932. On September 3, 1932, Whitney, who 
had paid no part of the purchase price, notified the ice company 
that he would not take the ice. What remedies has the ice 
company? 


No. 7 (10 points): 

Ingle gave a cheque for $142 drawn on the First National Bank 
of the town of X to Case, who received it on the morning of 
November 19, 1930. Case sent his clerk to the First National 
Bank, on which a run had started at9a.m. The clerk took his 
place in line, which he held until 1 p. m. when he left and went to 
lunch. Upon his return he took his place at the end of the line, 
but the bank stopped paying at 2 p. m., before the clerk had 
reached the paying teller’s window, and the bank did not re-open 
thereafter. Other persons who took places in the line after the 
clerk had joined it in the morning had their cheques cashed. 
Ingle had sufficient funds in the bank to meet all cheques drawn 
by him. Can Case recover in an action against Ingle? 


No. 8 (10 points): 

Danver was asked by Reid to become a co-surety with Taylor 
for an obligation owed by Reid to Pawling. Reid had prepared 
a written guaranty in the body of which the names of Danver and 
Taylor as sureties appeared. Danver signed this guaranty upon 
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the express condition that Reid would procure Taylor’s signature 
before delivery to Pawling. Reid ignored this condition and 
gave the written guaranty to Pawling without Taylor’s signature. 
Can Pawling collect from Danver upon Reid’s default in the pay- 
ment of his obligation to Pawling? 


No. 9 (10 points): 

The Jefferson Plan Corporation was a Delaware corporation 
having its executive office in Philadelphia, Pa. One of its vice- 
presidents was served with a summons in Trenton, N. J. The 
corporation had not procured a permit to do business in New 
Jersey. It appeared that the vice-president who was served with 
the summons had an office in Trenton in which he devoted his 
time to research work on matters affecting the Jefferson Plan 
Corporation, to the editing of printed literature for that corpora- 
tion, and to the training of employees for it. Do these facts 
constitute doing business within New Jersey to such an extent 
as to give the courts of that state jurisdiction of the Jefferson 
Plan Corporation? 


No. 10 (10 points): 

Anthony held a life-insurance policy to which was attached a 
supplemental contract providing double indemnity for death 
caused by external violent and accidental means, for which he 
paid an additional premium. By the terms of the policy this 
supplemental contract could be discontinued ‘‘upon request of 
the insured and the presentation of the policy to the company for 
cancellation of this provision.’”’ The policy provided also that no 
person except certain officers at the company’s home office was 
authorized to modify or waive any of the terms of the policy. 
On March 20, 1930, the company’s local agent received from 
Anthony and mailed to the company’s home office in another 
city the policy and Anthony’s written request for the cancellation 
of the supplemental contract. On that evening Anthony met 
with an external and violent accident which caused his death at 
1 a. m. on March 21, 1930. The policy and request for cancella- 
tion were received by the company at 8:30 a. m. on March 21, 
1930. Can the company be held for double indemnity? 


No. 11 (10 points): 
Zindle, a jeweler, gave Mrs. Chapman, a prospective customer, 
a diamond brooch of the retail value of $5,200 to wear while she 
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was deciding whether or not to purchase it. Mrs. Chapman was 
accustomed to wearing expensive jewelry, and at all times when 
she wore this brooch she wore other expensive pieces of jewélry 
of her own. To all of the jewelry she gave what women of her 
social standing regarded as reasonable care. Nevertheless, the 
brooch was lost or stolen. Must she pay for it? 


No. 12 (10 points): 

The Falk Company purchased the business of the Kissel Com- 
pany, taking over its assets and assuming its liabilities. Among 
those liabilities was one to the state of Wisconsin for income taxes 
for the year ended on the date of purchase. The Falk Company 
paid those Wisconsin income taxes in the year following. Can 
it lawfully deduct the amount of them in computing its federal 
income tax for the year in which they were paid? 


Examination in Accounting Theory and Practice 
PART II 


May 12, 1933, 1:30 P. M. TO 6:30 P. M. 


Answer only four questions. 


The candidate must answer any two of the first three questions, 
No. 4, and No. 5 or 6. 
No. 1 (27 points): 

Coal Distributors, Inc., closed its books for the fiscal year 
ended November 30, 1932. On March 31, 1933, it was declared 
bankrupt. 

You are engaged by the trustee to make an investigation of the 
transactions of the company between the dates specified and 
to render a report. 

From the following data 

(a) Prepare adjusted balance-sheets in columnar form. 

(b) State the matters disclosed by your investigation which 
you would include in your report to the trustee, giving 
your reasons for considering them important. 

The assets and liabilities, as shown by the books, were as 
follows: 


427 


= 


i 
4 
i 
f 
| 


The Journal of Accountancy 


November 30, 1932 March 31, 1933 


Accounts payable.............. $118,000 $140,000 
Accounts receivable............ $260,000 $292,000 
Reserve for bad debts........ ~ 7,300 7,300 
8,600 8,600 
Notes payable—bank........... 38,600 48,300 
Office equipment............... 5,200 5,200 
Reserve for depreciation......... 2,100 2,100 
Trade acceptances received. ..... 19,000 15,000 
discounted. ... 19,000 15,000 
issued........ 51,000 62,000 
50,000 50,000 


$295,000 $295,000 $324,700 $324,700 


In the course of your investigation the following information is 
obtained: 

Cash in bank was applied by the depository as a partial offset 
to the notes. Cheques outstanding, at the date of application, 
March 31, 1933, totaled $5,300. Accounts receivable consisted 
of the following: 


November 30, 1932 March 31, 1933 

Amount Considered Amount Considered 

Debtor owing worthless owing worthless 

Ruby Coal Company..... $ 10,600 $ 10,600 $ 17,300 $ 17,300 
Retail Coals, Inc.......... 63,500 22,000 58,000 24,000 
White Heat Company..... 52,700 46,000 63,800 63,800 
Allother customers....... 113,700 15,000 134,800 19,000 
Officers and employees... . 19,500 17,400 18,100 18,000 


$260,000 $111,000 $292,000 $142,100 


In the files you find conclusive evidence that the worthlessness 
of the accounts, as indicated, was well known to the officers 
on or before the respective dates. 

Trade acceptances discounted were the direct obligations of 
Ruby Coal Company. 

Mineral rights represented the cost, in 1920, of rights to extract 
certain subsurface deposits. Coal was mined on this property 
until about July 1, 1924, when operations were discontinued. 
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Trade acceptances, and accounts payable, consisted of the fol- 
lowing: 


Creditor November 30, 1932 March 31, 1933 
Greater Mines, Inc................. $ 45,000 $ 3,500 
Deep Valley Coal Co................ 72,500 2,300 
White Haven Mining Co............ 4,100 94,500 
1,300 57,000 
$169,000 $202,000 


Prior to November 30, 1932, only small and intermittent pur- 
chases had been made from White Haven Mining Company and 
Pocahontas & Co. Greater Mines, Inc., and Deep Valley Coal 
Company refused further credit to Coal Distributors, Inc. on or 
about November 30, 1932 (as evidenced by letters on file). 
The liabilities to these companies were discharged largely by 
delivery of train-loads of coal directly to customers of those 
companies (public utilities and coaling docks), such coal being 
shipped from the mines of White Haven Mining Company and 
Pocahontas & Co. 


No. 2 (27 points): 

Company A is a holding company with subsidiary companies 
B, C, and D. From the information submitted, prepare a 
statement showing the earnings per share of all the companies 
applicable to that part of the common capital stock of Company 
A which is held by the public. 

The income and surplus accounts of the several companies, for 
the year ended December 31, 1932, were as follows: 


Companies 
A B Cc D 

$2,000,000 $300,000 $120,000 
$1,370,000 $140,000 $ 78,000 
Selling and delivery expenses... ... 512,000 42,000 27,000 
$ 858,000 $ 98,000 $ 51,000 
Administrative and general ex- 

Profit from operations........... $ 4,400*$ 538,000 $ 58,000 $ 29,000 

* Loss or deficit. 
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Companies 
Income credits: 
Dividends from affiliated com- 
$527,600 $ 36,350 
Income from investments... .... 60,000 $ 2,500 $ 1,000 
Discount on purchases......... 6,200 2,600 1,800 
Interest on loan to Company A... 1,800 


$527,600 $ 104,350 $ 5,100 $ 2,800 


Gross income. ................+- $523,200 $ 642,350 $ 63,100 $ 31,800 


Income charges: 


Discount on sales.............. $ 24,800 $ 5,200 $ 2,200 
Interest paid Company B...... $ 1,800 
Bank interest and discount...... 3,200 400 
Federal tax on income for current 
year—estimated............. 79,800 7,900 4,100 


$ 1,800 $107,800 $ 13,500 $ 6,300 


Net income.................025. $521,400 $ 534,550 $ 49,600 $ 25,500 
Dividends paid: 

On preferred stock............. $ 75,000 $ 100,000 

On common stock............. 375,000 400,000 $ 40,000 $30,000 


$450,000 $ 500,000 $ 40,000 $30,000 


$ 71,400 $ 34,550 $ 9,600 $ 4,500* 


The capitalization of the companies is as follows: 


Number of shares 
Shares owned by affiliated 
issued companies 
A 
Company A: 
Company B: 
50,000 49,000 
Company C—common stock ............. 1,000 990 
Company D— “ 1,500 1,480 
* Loss or deficit. 
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All dividends on preferred stocks have been paid to the latest 
dividend dates at the full accumulative rates. 

The unrealized inter-company profit in inventories was as 
follows: 


December 31 
1931 1932 
On sales of Company C to Company B............... $40,000 $44,000 
On sales of Company D to Company B............... 28,000 30,000 
$68,000 $74,000 


It is the intention of the companies to file individual federal- 
income-tax returns for the year. 


No. 3 (27 points): 

From the following data, revise as of December 31, 1929, the 
machinery, depreciation reserve, surplus and income accounts 
for the year 1929, wherever necessary, and prepare a schedule 
showing loss or gain on dismantlements. State what you would 
advise your client to do with regard to federal taxes, giving your 
reasons for such advice. 

The S Novelty Company was organized January 1, 1926, to 
take over the business (including the machinery) of three other 
companies. Capital stock of $1,500,000, in shares of $100 par 
value each, was issued, $750,000 for cash and $750,000 for the 
appraised value of the machinery of the three companies which 
were consolidated to form the S Novelty Company. No stock 
was issued except for cash or the machinery of the constituent 
companies, working capital being provided from the proceeds 
of the sale of stock. 

The company’s operations were carried on in a rented building. 
The annual profits and losses of the company from 1926 to 1931, 
as shown by the books and as returned for federal income taxes, 


were: 


Year Loss Profit 

10,000 

4 180,000 
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On February 28, 1932, after the books of the company had been 
closed for the year 1931, an internal-revenue agent visited the 
office to examine the records regarding the federal-income-tax 
return for the year 1929. As the company had shown losses 
up to the end of 1928, their federal-tax returns had been accepted 
as rendered. After the agent had been working on the books a 
few days, he informed the president of the company that an 
additional federal tax would be demanded for the year 1929, 
based on an additional income of $54,600, claiming that this in- 
crease was due entirely to an adjustment of depreciation. He 
agreed to the rate of 10 per cent. on plant and machinery and also 
to the use of the beginning balance in the machinery account as 
the base for the calculation of depreciation. 

You are called upon, at this time, to advise the president of the 
company as to the proper course to pursue, and you are given an 
abstract of the machinery account from the ledger, which is as 
follows: 


1926 Dr. Cr. 

Jan. 1 Capital stock (7,500 shares)............. $ 750,000 

75,000 

174,500 


$1,870,000 $1,870,000 
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You are shown, also, a copy of the appraisal at January 1, 
1926, on the basis of which the stock was issued, and a copy of 
another appraisal as of January 1, 1928, on the basis of which 
the charge of $500,000 was made to the machinery account in 
that year. 

The bookkeeper has kept memoranda of the machinery sold 
or scrapped, as follows: 

In the year 1926, machinery included in the appraisal of Jan- 
uary 1, 1926, and valued at $30,000, scrapped or sold, realized 
$20,000, and $500 was spent in tearing it down and preparing it 
for shipment. 

In 1927, machinery appraised at $14,000 as at January 1, 
1926, was sold for $9,500 and a stamping machine bought in 
1926 for $2,000 was scrapped and sold for $500. The expense 
of tearing down this machinery and preparing it for shipment 
was $300. 

In 1928, the hydraulic presses, included in the appraisal of 
January 1, 1926, and valued at $70,000, were sold for $45,000 to 
make room for more modern equipment. The expense of tearing 
down and preparing for shipment was $750. These presses were 
valued at $75,000 in the appraisal of January 1, 1928. 

Special machinery bought in 1926 for $10,000, which was ap- 
praised at $15,000 on January 1, 1928, was sold during 1928 be- 
cause the work for which it was purchased was no longer performed 
by the company. The company received $5,000 from the sale, 
and $250 was spent in removing the machinery and shipping it to 
the purchaser. 

In 1929, miscellaneous machinery included in the appraisal of 
January 1, 1926, at $15,000 and in the appraisal of January 1, 
1928, at $16,000, was sold for $9,000. Preparation for shipment 
cost $250. 

A special machine, purchased in 1927 for $2,000, was sold in 
1929 for $1,000, the purchaser paying all freight and dismantle- 
ment charges. 

Similar memoranda were kept for the years 1930 and 1931. 


NotEe.—The figures subsequent to 1929 are given here merely 
for information. 
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No. 4 (36 points): 

From the following trial balance and supplementary informa- 
tion, you are to prepare a balance-sheet, as at December 31, 1932, 
and the related profit-and-loss account for the year ended that 
date. Formal journal entries are unnecessary. 

The balance-sheet is to be prepared for a certain creditor, who 
has guaranteed the payment for your services, and you are re- 
quested to make all necessary adjustments, regardless of amount, 
and to give effect through such adjustments to transactions, 
valuations or reclassifications which would affect the financial 
position of the company, rather than through the use of foot- 
notes or qualifications. 


GENERAL FURNITURE COMPANY 
Trial balance, December 31, 1932 


Dr. Cr. 
Notes receivable—trade. 150,000 
Accounts 650,000 
$ 55,000 
Prepaid insurance and other expense............. 22,550 
Cash-surrender value of life insurance policy. ...... 5,000 
730,000 
Notes payable—American City State Bank....... 550,000 
5,000 
Accrued interest, wages, taxes, etc............... 40,000 
First mortgage bonds, 6 per cent. due June 1, 1938. . 500,000 
Capital stock—13,000 shares of $100 par value each 1,300,000 
575,001 
100,000 


$5,697,501 $5,697,501 
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An analysis of the accounts discloses that cash is composed of 


Balance in First National Bank (closed October 15, 1932) ....... 1,000 
Balance in First State Bank (closed December 15, 1932) ........ 3,500 
$102,500 

Deduct: Overdraft in Second State Bank account.............. 2,500 
Net cash balance—per $100,000 


Note.—Make no provisions for loss on balances in closed banks. 


Notes comprise $30,000 due in 1933, $35,000 due in 1934, and 
$85,000 due in 1935. All these notes are pledged against a bank 
loan. 

Inventories consist of raw material and supplies to the amount 
of $150,000 and finished product to the amount of $600,000. Raw 
material and supplies are valued at the lower of cost or market, 
and finished product at cost as determined by the company. 
Upon investigation it is found that, due to low production, over- 
head expenses are abnormally high and that if the company’s 
cost had been so calculated as to include an overhead rate based 
on normal production, the overhead included in the inventories 
would be reduced by $100,000. 


Investments comprise 
100 shares ($100 par value each) of First National bank stock, 


$150,001 


The market value of the listed bonds is found to be $120,000. 
There is no trading in the stock of A B Lumber Co., but from a 
balance-sheet of that company submitted to you, it is ascertained 
that the cost at which this stock is carried is not in excess of the 
book value thereof, as shown by the balance-sheet of the A B 
Lumber Co. 

Advances and loans, at December 31, 1932, consist of a loan 
with interest paid to December 31, 1932, to Adams Chemical Co., 
of $50,000, against which 700 shares of the capital stock of General 
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Furniture Co. were held as collateral. These 700 shares had a 
market value at December 31, 1932, of $80 per share. The loan 
became due December 30, 1932, and under date of January 10, 
1933, the Adams Chemical Co. stated that it was unable to reduce 
the loan or to provide additional collateral and assented to the 
forfeiture of the 700 shares of collateral stock in cancellation of the 
indebtedness. 

An examination of the advances-and-loans account discloses 
that the president, J. A. Stewart, had paid off a loan (carried 
since June 1, 1930) of $25,000 on December 27, 1932, and that on 
January 6, 1933, a loan of the same amount was again made to 
Mr. Stewart. 

The company is carrying a life-insurance policy, of the face 
value of $100,000, on the life of the president, the cash-surrender 
value of which at December 31, 1932, was $5,000. This policy 
was pledged under the indenture securing the company’s bond 
issue. 

The American City State Bank has confirmed its loans to the 
company in the amount of $550,000. Collateral held by the bank 


~ consisting of bonds, notes receivable and accounts receivable, has 


been found to agree with the company’s record, and to comprise 
all of its bonds and notes receivable, and $200,000 of its accounts 
receivable. 

Drafts payable in the amount of $5,000 represent outstanding 
drafts of the company, used in lieu of bank cheques to avoid 
federal taxes, in a form approved by the company’s counsel for 
this purpose. 

The note payable in favor of J. B. Lee, vice-president of the 
company, has been confirmed by Mr. Lee. It is a demand note, 
dated June 1, 1930, bearing interest at the rate of 5 percent. In- 
terest on this note has been paid, or cee, by the company to 
December 31, 1932. 

Unissued capital stock, shown on the trial-balance in the 
amount of $57,450, is found to represent 400 shares of unissued 


stock and 200 shares of reacquired stock at a cost of $17,450. The 


acquisition of 700 shares of collateral, forfeited by Adams Chemi- 
cal Co., has not been recorded on the books. 


Note.—In preparing your balance-sheet, do not carry any 
treasury stock on the asset side thereof. 
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An analysis of surplus is as follows: 


Undistributed profits to December 31, 1931 ................45. $405,000 
Surplus arising from appraisal of properties, December 30, 1928, 
less depreciation thereon to December 31, 1932.............. 150,000 
Premium on sale of capital stock... ...........0ceeceecceecees 30,000 
Credit for plant site donated by chamber of commerce in 1920... . . 25,000 
Deduct: $610,000 
Write-down of inventory of new line of cabinets intro- 
Write-down of First National Bank stock............... 9,999 34,999 


Commitments for the purchase of materials at December 31, 
1932, aggregated $100,000, for which the market price, at that 
date, was $90,000. 


No. 5 (10 points): 

An old, established corporation, whose books have never before 
been audited by a public accountant, requests you to make an 
examination of its accounts as of December 31, 1931. 

As a result of your examination, you find the following items in- 
cluded in the accounts: 


Debits 
Treasury stock—5,000 shares at cost...............ee000e- 180,000 

(market value, $30,000) 

Credits 
Reserve for depreciation on appreciation of buildings. ...... $ 15,000 
Capital stock, consisting of 200,000 shares of $50 each........ 10,000,000 


Surplus balance, including net earnings plus credits arising 
from book valuations of trademarks, appreciation, etc., and 
after deduction for all dividends paid or declared. ......... 15,000 


You have convinced the officers that the values set up for ap- 
preciation of land, buildings and trademarks should be eliminated 
and the treasury stock canceled. Since there is insufficient sur- 
plus to absorb these adjustments, it has been suggested that they 
be made against the stockholders’ net equity and that new shares 
of no par value be exchanged for the present shares outstanding, 
on the basis of one new share for one old share. 

The plan has been duly approved by the stockholders and the 
change in capital has been properly authorized, effective as of 
January 1, 1932. 
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You are now requested to furnish the necessary entries to record 
the new set up, in order to prepare and submit a balance-sheet as 
of March 31, 1932. In the period from December 31, 1931, to 
March 31, 1932, the net earnings from operations amounted to 
$40,000. No dividends were paid or declared. All the old shares 
outstanding have been exchanged for the new ones. 

(1) Submit your adjusting journal entries, giving effect to the 
re-organization of capital, the elimination of all items of apprecia- 
tion and intangibles, and the cancellation of treasury stock. 

(2) Show the amount of the capital-stock account at March 31, 
1932, and the manner in which the account would be stated on the 
balance-sheet at that date. 

(3) What is the balance in the surplus account at March 31, 
1932? 

(4) What footnote, if any, would you place on the balance- 
sheet submitted as at March 31, 1932? 


No. 6 (10 points): 

A is the owner of a patent on a mechanical device. In order to 
arrange for its manufacture and sale, he enters into an agreement 
with B as follows: 

B to advance the funds necessary to manufacture and place the 
patented device on the market. B’s expenditures are to be re- 
turned to him out of profits before any division, after which, A and 
B are to share equally therein. 

After a certain period of operation, you are employed to ascer- 
tain the amount due A under the contract, the records disclosing 
the following: 


(a) Prepare a statement in the form you would render to both 
A and B. 

(b) If there had been an expenditure of $50,000 for machinery 
and equipment, in addition to the items shown above, what would 
have been the condition, as between A and B, in conforming with 
the terms of the contract? 
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Advantages of a Natural Fiscal Year 
By A. S. FEDDE 


The Paine-Aldrich bill which became effective on August 5, 
1909, required that an excise tax based on revenue be paid by 
corporations. This immediately preceded the income-tax law 
passed October 3, 1913. 

Two results of that bill were to make corporation officers more 
conscious of accounting, thereby providing an impetus to the 
profession of public accounting, and next to cause most corpora- 
tions whose accounts were on a fiscal-year basis, other than the 
calendar year, to change the accounting period to correspond 
with the calendar year, in order that the requirement of the law 
to report income received in the calendar year might be met with- 
out the necessity of closing the books more than once a year. 
After five years—1909 to 1913 inclusive—of reporting on that 
basis, it was possible for corporations to change back to their 
former fiscal periods if they wished, but the tax feature made the 
process seem to involve complications. Later, when a series of 
excess-profits-tax laws, with varying rates and other features, 
involving computations based on the amount of invested capital 
employed, was passed, the making of computations of income 
and excess-profits taxes involved real difficulties, as most people 
know; and the corporations which then had the hardihood to 
maintain a fiscal year other than the calendar year were few 
indeed. It is no cause for wonder that most corporations adopted 
the calendar fiscal year. 

The tax difficulties of past years remain in the minds of cor- 
poration officers. They are either active recollections or sub- 
conscious reflexes which raise a wall against the idea of changing 
from the calendar year. To exorcise this fear it is probably 
necessary to raise the ghost and bring it into full view, so that 
people may become actively conscious of what it was before they 
will be willing to accept the fact that the ghost of tax difficulties 
in fiscal periods other than the calendar year has been rendered 
perfectly harmless—provided common sense is used in making 
the transition. 

Section 46 of the revenue act of 1932 and the related treasury 
department regulation indicates how the change may be brought 
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about by the filing of a simple form, setting forth the reasons for 
changing, which is followed in the ordinary course by permission 
granted by the commissioner of internal revenue to make the 
change. Permission to make the change can be withheld but I 
have never heard that the right has been exercised. 

The accountant or attorney advising on this matter must natu- 
rally have in mind the effect of carrying forward losses, so that 
the corporation may not lose the benefit of any deduction from 
taxable income to which it is entitled. Two sections of the 
revenue act are of interest, namely, section 117 (b) and section 
48 (a). The first deals with the permission granted to deduct a 
net loss in computing the net income of the taxpayer for the 
succeeding taxable year. The second defines ‘‘taxable year,” 
and provides that this may mean a full calendar year, a full fiscal 
year or a fraction of a year for which a return is made. 

In changing from a calendar year to another fiscal year the first 
closing of the books and filing of a tax return for that “taxable 
year’’ will be for a period less than twelve months. 

If the corporation has had a taxable net income for the year 
1932, and not a ‘‘net loss”’ within the meaning of the revenue 
act, it may change to a fiscal period ending within the year 1933, 
without any apparent disadvantage from the standpoint of income 
taxes. If, however, it has had a ‘net loss’’ in the year 1932, it 
may be deducted in the next ‘‘taxable year”’ only, and if it 
changes, for example, to a fiscal year ending March 3ist, the 
“taxable year”’ will be only a period of three months to which the 
loss of the preceding year may be applied. Suppose the corpora- 
tion had a net loss for 1932 and continues to suffer losses for the 
first three months of 1933, closing its books on March 31st, and 
thereafter has net income for the succeeding fiscal year, the net 
loss which may be carried forward in computing taxable net 
income for the fiscal year ending March 31, 1934, will be only the 
loss of the short period January 1 to March 31, 1933, and not 
the net loss for the preceding twelve months. 

This illustrates the necessity for careful consideration and for 
caution in certain circumstances where the amount of taxes paid 
may be greater on account.of inaccurate prognostication of prof- 
itsorlosses. It would seem the part of wisdom, even while recom- 
mending a change in a fiscal period, to advise postponing such 
change until the business of the corporation is on a profitable 
footing and sufficiently so to receive the benefit in its first 
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new ‘‘taxable year” of the full amount of any deductible net 
loss. 

From the point of view of the public accountant, the desirabil- 
ity of having a fair proportion of his clients close their fiscal 
years at a date other than December 31st is so obvious as to re- 
quire no retelling, but beside the advantage accruing to account- 
ants from such a condition, some benefit may also flow to the client. 
Advantage to the client would accrue from a less hurried audit; 
from having a greater proportion of the examiner’s men in 
regular employment and consequently better trained ; from having 
more attention devoted to the case by a principal; and, in general, 
from getting better attention than it is possible to give at a calen- 
dar year’s end. 

A few years ago the bureau of business research of the univer- 
sity of Illinois made an investigation into the question of the 
advantages of adoption of the natural business year, the results 
of which were published in its Bulletin No. 11. It was ascer- 
tained that the advantages of adopting a natural business year 
far outweighed the disadvantages, but, strange to say, the most 
common argument put forth in opposition to its adoption was 
that the income-tax laws require returns to be filed as of Decem- 
ber 31st for the calendar year. And that, after the privilege of 
filing returns on a fiscal year basis other than the calendar year 
had been in the law for more than ten years. It is evident that 
knowledge of the privilege must not be taken for granted. 

Advantages from a more general use of the natural business 
year would accrue, not only to the management of the enterprise, 
but also to bankers and the bureau of internal revenue. How- 
ever, managers of enterprises determine policies of this sort— 
therefore they are the ones to be directly addressed, rather than 
others who have a collateral interest only. 

Corporations have become so accustomed to being told by 
governments to prepare reports of all kinds that they accept the 
matter as fate, much as a dog accepts fleas. And when they were 
told to prepare financial statements as of December 3ist the 
decree was accepted, even though it might be most inconvenient. 
Many have accepted an inconvenience so long that they even 
offer excuses for not giving it up. 

From the reports of over four hundred business executives, 
received in the investigation mentioned, it appeared that advan- 
tages would accrue to the management from closing at the end 
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of a natural period because seasonal activity would be completed,,. 
there would be low stocks of goods at closing, more time would be 
available for the firm’s auditors, new contracts would be dis- 
cussed between seasons and statistical data would be collected for 
a natural period. 

There is a tremendous difference in a manufacturing enterprise 
between taking an inventory in the middle of a manufacturing 
season, with big stocks of raw materials, work in process and 
finished goods accumulated for shipment, and taking an inven- 
tory when raw materials are at a low point, factory operations 
almost or entirely stopped and finished goods practically all 
shipped. The greater accuracy possible when taking inventories 
at a low point is apparent. Statements prepared thirty or sixty 
days after the close of a season will show the completion of an 
annual or semi-annual cycle, not an enforced stop at the peak 
or at an intermediate stage of operations. Bank loans would 
naturally appear low or cleared up, accounts receivable sub- 
stantially realized and the business as a whole in its most liquid 
position. 

Closing the books at December 3ist by firms which are at 
that date operating in seasonal production has the effect of split- 
ting a natural business year, thereby throwing operating results 
of two seasons, namely, the end of one season and the beginning of 
another, with varying economic conditions, into one operating 
statement for the calendar year. 

In the survey previously mentioned it was found that of 439 
prominent firms all but 123, or 28 per cent. used the calendar year, 
whereas, selecting the most suitable natural date, 56 per cent. 
would be using a date other than December 31st for closing. 

If a survey were made of smaller firms, it would probably be 
found that more than 72 per cent. were closing their books with 
the calendar year. With cost keeping presumably at a less de- 
veloped point in the smaller firms, their inventory costs may be 
less accurate. Such inaccuracies when applied to low inventories 
may be immaterial, but they tend to become serious when ap- 
plied to inventories taken at the peak; and they would also dis- 
tort operating results if the position in the season at December 
31st were to change, due to weather conditions or to altered 
customs in the industry. 
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A King’s Hospital 
By WALTER MuCKLOW 


When the average man—if there be such a creature—thinks of 
King Henry VIII, of blessed memory, he may dwell on his mag- 
nificence, as illustrated in the Field of the Cloth of Gold, or he 
may recall the book which the king wrote to prove the fallibility 
of Martin Luther and to earn for himself the title of ‘‘ Defender of 
the Faith,”’ to which he proved his right when he caused the Eng- 
lish parliament to deny the authority of the pope and to proclaim 
King Henry the supreme power in England in ecclesiastical as 
well as in other matters. 

The reader may recollect that the king reigned from 1509 to 
1547, and one is sure to remember his somewhat catholic taste in 
the matter of queens; but many overlook all that he dia to 
strengthen his kingdom and many are not aware of the charitable 
acts which he performed. Possibly, his own diseased leg caused 
him to include among these the foundation of the hospital of St. 
Bartholomew the Less, now generally known as “Bart’s’’—a 
foundation which should have interest for the business man, and 
especially for the accountant, of today, as it affords perhaps the 
earliest, and certainly the most widely known, instance of any- 
thing approaching what we are accustomed to regard as modern 
improvements—such as budgeting and cost accounting. 

Fortunately, in the latter part of the sixteenth century there 
lived near the Royal Exchange in London, the son of a tailor who 
(although so poor that, each morning, he had to go to the Minories 
to bring in the milk for his family) had a gift for observation, a 
love of gossip, a power of narrative, and an affection for the city of 
London which led him to acquire such a mass of historical matter 
that he was accused of sorcery because he had so many books. 
He became recognized as an authority on archeology and wrote a 
number of works, of which the only one which actively survives is 
one contained in six books, written in 1598, which was, and con- 
tinues to be, the best account which we have of the old city, and 
to this day John Stow’s Survey of the Cities of London and West- 
minster is without a rival. 

I have before me an edition of this book dated 1720, which, in 
addition to the ‘‘six books,” contains an appendix consisting of a 
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series of chapters on various matters connected with the city: 
chapter VII being devoted to the rules governing the hospitals of 
St. Bartholomew, of St. Thomas, of Christ’s hospital and of Bride- 
well, while chapter LX consists of ‘‘ORDERS & ORDINANCES, for 
the better government of the Hospital of St. Bartholomew the 
Less. 

“‘Published in the Reign of K. Epwarp the Sixth, for the Vindi- 
cation of the Citizens Care thereof, and the faithful Discharge of 
their Trust in the said Hospital, committed to them by King 
Henry the Eighth: Against certain Clamours and Slanders raised 
by some ill-minded Persons in those days.” 

In the ‘‘ Preface to the Reader”’ it is stated that ‘‘ It pleased the 
King’s Majesty, of famous Memory, Henry the Eighth (Father to 
this our most dread Sovereign Lord now reigning) to erect an 
Hospital in WEsT SMITHFIELD, for the continual Relief and Help 
of an Hundred Sore and Distressed. And the same endowed 
with the Yearly Revenue of five hundred Marks, to give unto the 
said City and Citizens conditionally, that they also for their 
Part, should add other five hundred Marks by the Year.” 

The amount of the king’s endowment was to be raised from the 
rents of certain houses, ‘‘some in great Decay, and some rotten 
and ruinous,”’ while others were covered by long-term leases on 
disadvantageous terms, all of which caused the citizens to have 
much difficulty in raising sufficient funds. ‘In the Hospital 
itself . . . was found so much of Household Implements and 
Stuff, toward the Succouring of this hundred Poor, as sufficed 
three or four Harlots then lying in child-bed, and no more; yea, 
barely so much, if but necessary Cleanliness were regarded. So 
far had the godly Meaning of the gracious King been abused at 
those Days; and yet was little then smelled, and less talked of.” 

The writers of that day usually preferred using the word 
“‘spade”’ to any such phrase as ‘“‘an agricultural implement suit- 
able for delving.” 

It appears that certain persons having “‘all their Zeal in their 
Tongue only”’ made misrepresentations to the ministers, and 
these were repeated until the slanders became widespread. To 
refute these, the governors issued a pamphlet, giving particulars 
of the number of patients cured and other facts regarding the 
operations, after which they felt that, if the slanderers ‘well 
weighed these Things, already alleged, and the Wages of the 
Chirurgeons, and such Officers and Servants as needfully are at- 
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tendant about the Poor; the Charges of Bedding and Shift for so 
many Sore and Diseased, and the excessive Prices of all Things at 
this Day; They might marvel how so many are there relieved, and 
daily maintained; and with Repentance for what they have mis- 
said, endeavor themselves, with as much good Report and Praise, 
to advance both the Deed and the Doers; to wipe away the 
Slander as they have spread.” 

However, the mayor, or “‘maior,’’ felt that the public should be 
fully informed and, therefore, he decided to publish the ‘‘Over- 
seers and Orders by him appointed,’”’ and issued a document con- 
taining some eleven thousand words. 

When one studies these rules it is difficult to remember that 
they were prepared over three centuries ago, and, as he reads, one 
hears, as an echo, whispers from the treasurer, the trustee and the 
superintendent of a hospital of our own time. 

From these eight foolscap pages of closely printed rules for the 
guidance of officers I propose to make a few selections for the pur- 
pose of showing how our ancestors handled their business and 
how slightly conditions have changed since their days. 

The document, after describing the organization, addresses 
each class of person associated with the house, and outlines their 
respective duties in a series of ‘‘charges,’’ each of which is ad- 
dressed to one particular group. 

“It behoveth first to understand for the more Evidentness of 
that that followeth, that there are in this Administration two 
Sorts or Kinds of Men: The one called Governours— . . . placed 
there by the Lord Maior, as Patron of this Hospital: And the 
others called Officers, that for Wages are hired, for to have the 
necessary Doings in the Service of the House and the Poor.” 

In modern language we have here our board of trustees and our 
staff. 

‘The Governours so change, that the One Half remaineth two 
Years in their Governance, to help and instruct the later elected, 
which also become Instructors to their Followers. And these are 
in number twelve, whereof four are Aldermen and the Residue 
Commoners; and according to their Governance thus they are 
named. 

“The President, always the Senior Alderman, Surveyors four, 
one Alderman and three Commoners. 

‘“‘Almoisners four, one Alderman and three Commoners. 

“The Treasurer, a Commoner. 
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“Scrutiners two, both Commoners. 

“The Officers are seven in Number, continuable or removeable, 
as the Governours shall find Cause, and be thus called: 

“The Hospitaler 
“The Renter-Clerk 
“The Butler 

“The Porter 

“The Matron 

“The Sisters, twelve 
“The Byddles, eight 

‘There are also as in a Kind by themselves, three Chirurgions in 
the Wages of the Hospital, giving daily Attendance upon the 
Cures of the Poor. 

“And a Minister, named The Visitor of Newgate.” 

“The Governours are always elected by the Lord Maior and his 
Brethren, who yearly elect six. . . . The whole Company of the 
twelve old Governours sitting in Assembly together, cause their 
Clerk to read unto the six newly elected the Charge hereafter 
following.” 

“The Charge’’: The governors are reminded that they are 
elected for two years and for all that time ‘‘all your other Busi- 
ness set apart, as much as you possibly may, ye shall endeavour 
yourselves to attend only upon the needful Doings of this House, 
with such a loving and careful Diligence, as shall become the 
faithful Ministers of God, whom you chiefly in this vocation are 
appointed to serve, and to whom for your Negligencies and De- 
faults herein ye shall render an Accompt.”’ 

They are to care for the sick and “to the best of your Wits and 
Powers, so to comfort, order and govern this House . . . that at 
the last Day ye may appear before the Face of God as true and 
faithful Stewards and Disposers of all such things.” 

Each newly elected governor promised so to do in the hearing 
of his brethren and was then admitted into the fellowship, for, ap- 
parently, then as now, membership on the board carried with it 
some social distinction. 

The president was the ‘chief Ruler and Governour”’ and his 
duties were identical with those of a president of today. 

The treasurer and his charge: “‘ All the Treasure of this House is 
committed to your Charge . . . of the which ye shall keep a true 
and just Account And it shall not be lawful for you to pay any 
manner of Person, any Sum or Sums of money (except it be to the 
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Steward of this House for the vistualling of the same; and the 
ordinary Fees and Wages that goeth out thereof) but ye shall 
first have the Names of those Persons subscribed to the said Sum 
of Money, under whose Office and Charge such Payment shall 
happen to rise and grow.” 

“Ye shall also keep one several Account between the Renter 
and you, by which may appear not only the Charge of the said 
Renter and his Arrearages, but whether the Rents of the Lands 
pertaining to the said House encrease or decay. 

‘Ye shall also yearly the 20 day of October yield and give up to 
the President and Governours of the same, a true and perfect Ac- 
count of your whole Charge during the year of your Treasurer- 
ship and then the said President and Governours shall name and 
appoint among themselves four to be Auditors of the same. And 
the second day of November next following, ye shall likewise resort 
to the said Hospital, at the Hour of eight a Clock in the forenoon, 
that ye may then answer and clear your Account.” 

After all accounts and money had been turned over to the new 
Treasurer, the retiring Treasurer was directed ‘‘the same day to 
dine within the said Hospital with the Governours thereof. And 
in Recompense for your Pains, ye shall be assured of the Mercies 
laid up for you in the Promises and Blood of Jesus Christ our 
Saviour.” 

Would not a committee of the American Institute of Account- 
ants issue similar directions today? 

‘“‘Surveiors’’: To these was committed the care of all the 
lands and leases belonging to the hospital, each of which was 
to be recorded in the ‘“‘Reportory Book”’ by the clerk “‘To the 
Intent that the Governours of this House may always be as- 
sured what Grants have passed then, and both whereunto they 
have bound themselves, and also whereunto their Tenants are 
bound.” 

They were to work in conjunction with the treasurer and were 
to meet at least once in every fourteen days, when they were to 
interview the tenants, make new agreements and warn defaulters. 
All agreements were to be entered into a book, signed by the sur- 
veyors and then committed ‘‘to the Oversight of the Renter.” 
Every year, at the feast of St. Michael, new surveyors were to be 


appointed and by October 12th following, or within two days 


thereof, there was to be rendered ‘‘a general View and Survey of 
all the Lands pertaining to this House.”’ 
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For ‘‘your Pains taken here, God hath promised to give you 
Rest and Pleasure in Heaven perpetually.” 

Almoners: These were obliged to meet at least once a week and, 
whenever cause existed, they were to call before them any or all of 
the officers and enquire “if every man did his duty therein ac- 
cording to his Charge and whether there be Peace and Quietness 
maintained.” 

They were to take such steps as they deemed meet and if any 
officer refused to be ordered by them, they were to report the case 
to the president and governors. 

They were to enquire if the chirurgeons did their duty, to as- 
certain the number of persons healed each week and to admit new 
patients. They were directed to “‘view from Time to Time this 
House, keeping one entire and perfect Inventory of the Utensils 
and necessary Implements thereof, in a book,” and to make pro- 
vision for the supplying of wood, coal and necessary furniture and 
also to provide whatever else should appear to be necessary. 

Also ‘Ye shall see unto the keeping sweet of the Poor, and in 
your proper Persons visit them once every week at the least, and 
to see that their service of Bread, Meat and Drink, be truly and 
faithfully delivered unto them. And for your Labours and Pains, 
ye shall be sure of the Reward that God Hath promised to all of 
them that succour his Members.” 

Do not these instructions have a familiar ring in the ears of 
members of modern visiting or examining committees? 

Scrutiners: These were charged as follows: “‘ Ye shall be ready 
and diligent to make Search and Enquiry from Time to Time for 
all such Gifts, Legacies and Bequests, as have been, or shall be 
given or bequeathed to the Succour and Comfort of the Poor of 
this House.” 

All money was to be turned over to the treasurer, who would 
give a receipt for it, but the scrutiners were to keep a book in 
which they were to enter full particulars as to each sum received. 
Each year they were to report to the governors and to deliver 
their full records to the new scrutiners, also ‘‘at the Audit of the 
Treasurer’s Account, the Scrutiner’s Book of Gifts and Bequests 
shall in like Manner be examined and allowed.” 

“Finally, ye shall in every Place where you shall have Occasion 
to come in the Company of good, vertuous and wealthy Men, to 
the uttermost of your Power, commend and set forth the good 
Order of this House, and how rightly the Goods given to the Poor, 
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are here bestowed, to the Encouragement of other to extend their 
Charity thereto.” 

They were also to move the preachers to ‘‘ provoke the Devo- 
tions of the People to the Help and Comfort of the House,” and 
were promised the same rewards as were the almoners. 

Today, should we not call the scrutiners our finance commit- 
tee? 

An Admonition to the Auditors: “Into your Audit must be 
brought these sorts of Books: 

“First, the Hospital Book, being in the Custody of the Hos- 
pitaler, to which also ye shall look, that every page or total Sum 
thereof be subscribed with two of the Hands of the Almoners: 
And this Book ye shall confer with the Steward’s Book, who 
first maketh the Provisions. 

“Ye must also have the Scrutiner’s Book, to examine the Ac- 
count of the Treasurer for Money delivered unto him by Gifts and 
Bequests. 

‘‘ Also the Book of Survey, to confer the Bills Brought in by the 
Treasurer, with the Allowances of Reparations, expressed in the 
said Book. 

‘‘Also ye shall demand of the Renter his Rental for that year, 
not forgetting always to charge him with the Arrearages that 
remain the Year before (if any be) and to confer the Sums of 
Money, received by the Treasurer, with the Charge and Account 
of the said Renter. 

‘And lastly to have special Regard, if any Sum of Money have 
been paid by the Treasurer, by any Decree or General Order of 
this House, to look in the Journal for the same. 

‘And thus in the whole Affairs of this House shall ye perfectly 
be instructed.” 

Could more comprehensive instructions be so briefly outlined? 

An order for the safe keeping of all evidences and writings ap- 
pertaining to the hospital: ‘‘ There shall be one fair and substantial 
chest provided and the same shall be set in the most convenient 
and surest Place in the House.”’ It was to have several locks, the 
keys of which were to be delivered, one to the president, one to 
the treasurer and one to a commoner appointed by the whole 
house. 

No original document might be taken from the hospital. Ifa 
copy were required it was to be taken in the presence of the three 
officers holding the three keys. 
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“Officers of the Household, with their particular Charge.” 
“The Renter Clerk and his Charge.” 

“Your Office is, with all care and Diligence, to collect and gather 
the Rents due of the Lands and Tenements appertaining to this 
House”’ and to pay them over to the treasurer. 

“The renter was to report at least once a week to the president, 
or the treasurer, and to attend all meetings of the governors and 
of the surveyors and almoners and ‘register all such Decrees, 
Orders and Determinations, as by them and every one of them in 
their several Charges shall be decreed, ordered and determined.’ 

“And for that . . . it shall be requisite that ye keep diligently 
four several Books, the Names whereof, and the Use are here de- 
scribed : 

“‘A Reportory 

Book of Survey 
“‘A Book of Accounts 
“A Journal 

“‘And first you shall note, that before every of these Books ye 
must have a Calendar [i.e. an index] into which ye may enter by 
Order of Letters of the A. B. C. all proper Names and Matters 
that shall be contained in every of them. And for the better ac- 
complishing hereof, ye shall, with your Pen, in the Head of the 
Leaf, number the Pages of every Leaf, in every of these Books, 
and then adding in your Calendar the Number of the Page, where 
the Name or Matter is entered in your Book, the Reader, without 
any Difficulty, may turn to the same.”’ 

As to the use of the first Book called a reportory, in this there 
were to be entered ‘the Foundation of the Hospital and also all 
Deeds, Leases, Obligations, Acquittances and other Specialties, 
using always in the Margent of the said Book, to note in a few 
English words the sum and content of every article.” 

“The use of the second Book, called a Book of Survey.”” In 
this book there were to be entered each year the names of all 
tenants with full particulars and showing “in the Margent the 
Leaf of your Reportory, where every of their Leafes is entered.” 

The renter was to attend the surveyors when they made their 
surveys and was to enter in this book all ‘grants of Reparations,”’ 
i.e., repairs, as were agreed to, all defaults, etc. The treasurer 
was to bring in his account, showing his bills of reparations, each 
of which was to be signed by two surveyors. The book was also 
to show the amount of the rent and any variations in that amount 
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which occurred. Increased rentals were to be shown separately 
under ‘‘augmentation of rents,”” reduced rents were to be entered 
under the heading ‘‘decayed rents,’’ and any changes in tenants, 
etc., were to be shown under “alteration of rents.” 

“The Use of the Third Book, called a Book of Accounts.”” In 
this book there were to be entered all the accounts of all the 
treasurers that had been since the hospital was first committed to 
the city of London, showing all arrearages of the renter for each 
year, after these had been examined by the auditors. 

The “‘calendar’’ was to show the name of the treasurer and the 
page of his account, and in the ‘‘margent”’ of each such account 
was to be shown the page in the book of survey on which the entry 
occurred. 

“And for the ready finding of every Matter contained in every 
Account, ye shall in the Margent of this Book use, as is aforesaid, 
to denote divers general Words, Accompts, Provisions, Liveries, 
Gifts, Legacies, Rewards, Agreements, Surrenders, Bargains, 
Suits, Recoveries, Pensions, Fees &c. Adding to every one of 
these, being placed in your Calendar, the Leaf where every of 
them is mentioned in any of the Accounts contained in this Book, 
that at a Word may be seen what hath been done in all these 
Things, from the first Treasurer to the last.” 

“And for a perfect Declaration of the whole Affairs of this 
House, ye shall also out of another Book (which shall contain the 
Doings of the Almoners, and shall be called the Hospital Book) 
enter into this Book of Accounts, as well a perfect Inventory of all 
such Implements as then shall be found within the Hospital as 
also a full Remainder of all the Provisions and Victuals first sub- 
scribed by two of the said Almoners.”’ 

At the end of this book were to be entered the names of all pa- 
tients who had been cured, of those who had died and of those 
who remained in the hospital at the end of the year, giving their 
full names, ‘‘the Name of the Shire in which each was born, and 
their Faculties, Exercise or Occupations.” 

Could a twentieth century bookkeeper show greater care? 

“The use of the fourth Book, called a Journal.’”’ ‘This Book 
must also have a Calendar, it shall always be brought forth at 
such Time as the President and most Part of the Governours 
shall sit within the Hospital, for the general Affairs of the same.” 

In this book were to be entered all such orders and decrees as 
were passed. ‘‘And in the Margent thereof ye shall do as is as- 
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signed in the Book of Reportory, in few words set forth the sum of 
every Decree, Order &c contained therein. . . . And ye shall 
not fail, but in five or six days after the Entrance of any Thing into 
this Book, to enter the same by a general Word in the Calendar 
that as well when you are absent as present, the Governours may, 
without difficulty, be satisfied of that they seek therein.” 

“The Office of Hospitaler”’: ‘Your office is chiefly and most 
principally to visit the Poor in their Extreams and Sicknesses, and 
to minister unto them the most wholesome and necessary Doc- 
trine of God’s comfortable Word. . . . To receive also into this 
House, of the Steward, to the use of the same Poor, such Victuals 
and other Provision as by him shall be provided, entering the 
same into your Book, and safely to keep them to their Use. 

“Also to deliver unto the Cook of this House from Time to 
Time, so much of the same Victuals as shall be needful from the 
present Time to be dressed for the Poor. And the same being 
dressed, to see seasonably and truly delivered and distributed 
among them.” 

The hospitaler received new patients and had them examined 
by the chirurgeons to see whether or not their diseases were cur- 
able and, if the patient were accepted, he delivered him to the 
matron. He was also to receive any valuables which a patient 
might have and to deliver them to him when he was discharged 
and was to keep a book of all patients received to show to the 
governors. All discharged patients were to be registered and 
each was to receive “‘a passport’’ to be made according to prece- 
dent and form. 

“The Office of the Steward and Butler’: “Your Charge is 
faithfully and truly to make Provision of such needful Victuals, 
as from Time to Time ye shall be appointed by the Almoners to 
provide for the Poor of this House, remembering always that 
whereinsoever you shall hinder, or negligently burden this House, 
either with excessive prices, or not making your Provision in due 
Time, the Dammage and Hurt you do unto God, whose Members 
the Poor are... 

“Your Charge is also to keep a true and perfect Account of 
all such Victuals as by you shall be bought, and to make Deliver- 
ance of the said Victuals unto the Hospitaler of this House, 
declaring unto him the just Weight, Number, and Prices of the 
same, that he may make due and true Entrance and Account 
thereof.” 
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The steward was to be present at meals served to the patients. 

“The Office of the Matron”’: ‘‘ Your Office is to receive of the 
Hospitaler of this House, all such sick and diseased Persons, as he 
by his Warrant signed from the Almoners of this House, shall 
present unto you, and the same Persons to bestow in such conven- 
ient Places within this House, as you shall think meet. 

‘You have also the Charge of Governance and Order of all ‘the 
Sisters of this House, to see from Time to Time that every of 
them in the Wards committed to their charge, do their Duty 
unto the Poor, as well in making of their beds, and keeping their 
Wards as also in washing and purging their unclean Cloaths and 
other Things. And that the same Sisters every Night after the 
hour of seven of the Clock in the Winter, and nine of the Clock in 
the Summer, come not out of the Womans Ward, except some 
great and special cause (as the present Danger of Death or needful 
Succour of some poor Person.”’) 

Yet even this permission was restricted to those whom the 
matron “‘shall think virtuous, godly and discreet.” 

When the sisters were not nursing, they were to be set to 
‘spinning, or doing of some other Manner of Work, that may 
avoid idleness, and be profitable to the Poor of this House.’’ The 
matron was to receive the flax used in spinning and this was to be 
weighed and the resulting cloth was to be measured. She had 
charge of all the bedding and implements in use and might not 
allow anyone to sit and drink in the hospital. 

From all of which it is evident that the troubles of a superin- 
tendent are not of recent birth. 

‘The Sisters’’: “‘ Your Charge is, in all Things to declare and 
show yourselves, gentle, diligent and obedient to the Matron of 
this House, who is appointed and authorized to be your chief 
Governess and Ruler.” 

They were to serve the sick “‘in all their Griefs and Diseases, as 
well by keeping them sweet and clean, as in giving them their 
Meats and Drinks, after the most honest and comfortable 
Manner.”” They were to give them “good and honest Talk’’, to 
abandon all wanton and foolish gestures and words and finally 
were told ‘‘And above all Things, see that ye avoid, abhor, and 
detest Scolding and Drunkenness, as most pestilent and filthy 
vices.” 

They might make no visits outside the hospital without first 
obtaining permission from the matron, ‘and, so much as in you 
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shall lie, ye shall avoid and shun the Conversation and Company 
of all Men.” 

Apparently the ‘‘sisters” of the sixteenth century and the 
nurses in a training school of the twentieth century have much in 
common, and the flirtatious sister is a throw-back rather than a 
product of the twentieth century. 

“The Chirurgeons’’: ‘‘ Your Charge is faithfully and truly, to 
the Uttermost of your Knowledge and Cunning, to help to cure 
the Griefs and Diseases of the Poor of this Hospital, setting aside 
all Favour, Affection, Gain or Lucre.”’ 

In consideration of their pay from the hospital, they were to be 
always ready to examine sick persons, chiefly to determine whether 
or not they were curable, as no incurables were to be admitted. 
They were to attend dressing of any diseased person and to give 
them wise counsel ‘‘And above all things ye shall take nor 
receive of no Person any Gift or Reward for the curing or helping 
of them, either of them or their Friends, but ye shall first make 
the same Offer or Reward known unto the Almoners of this 
House.” 

If they accepted as a patient one whom they had been treating 
for money, they were to be dismissed. 

‘The Office of the Porter’’: ‘‘ Your Charge is to keep the Doors, 
opening and shutting them in due Time and to give good Heed to, 
all such Persons as shall at any Time pass to and fro out of this 
House, as well for the conveighing or embezelling of anything that 
pertaineth to the Poor of this House, as Wood, Coal, Bread, Meat 
or Drink, as also, all suspicious Persons, as Men to resort to the 
Womans Ward, or Women to the Mens Wards.” 

They were to go into every ward at night and see that no nurses 
were there contrary to the orders given by the matron. 

Anyone who swore, or contemned any officer of the House, or 
refused to go to bed at the lawful hours, was to be punished in the 
stocks and reported to the aldermen. 

The porter was also to perform any other duties which might be 
assigned to him. 

‘The Bedels’’: ‘‘ Your Office and Charge is to give Attendance 
from Time to Time upon the Governours of this House, and to do 
such Business as they shall assign to you.” 

When the governors sat, the ‘‘ bedels’’ were to walk the streets 
and, if they saw any sick persons therein to the annoyance of the 
public, they were to report the cases to the governors. If they 
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found a discharged patient begging, they were commanded to 
“immediately commit him or them to some Cage’’ and give 
“Knowledge thereof to the Governours.’’ They were not to 
consort with “poor and beggarly Persons,” ‘‘ neither shall ye re- 
ceive any Bribe or Reward of any of them, least, by Occasion 
thereof ye should wink at them, and so lewdly license them to 
beg, upon Pain of being dismissed of this House.” 

Finally they were to apprehend all sturdy vagabonds whom 
they found begging. 

After all, human nature changes little. 

“The Visitor of Newgate’’: ‘Your Charge is faithfully and 
diligently to visit all the poor and miserable Captives within the 
Prison of Newgate and minister unto them such ordinary Service, 
at Times convenient, as is appointed by the King’s Majesty’s 
Book for ordinary Prayer.” 

He was to learn by heart ‘‘ the most welcome Sentences of Holy 
Scripture, that may comfort a desperate man”’ and repeat them 
to the suffering; he was to refuse Bribes and was to exhort the 
prisoners ‘with the uttermost of your cunning to make restitu- 
tion of Things falsely gotten,”’ and in ‘‘ their Extreames and Sick- 
nesses’’ he was to ‘‘comfort them with the most pithy and fruitful 
Sentences of God’s most Holy Word.” 

He was also to beg support for the hospital from any persons of 
substance whom he met and was to turn over sums collected to 
the almoners or scrutiners and at least four times a year do service 
in the church. 

Evidently one of the duties of each of the “officers’’ was to 
watch his fellow officers, for the charges to the hospitaler, the 
steward and butler, the matron, the sisters, the chirurgeons, the 
porter, all close with such a paragraph as the following, which is 
addressed to the matron: 

“‘Herewith ye are charged and not with any other thing. But 
if there shall be anything done by any Officer or any other Person 
of this House that shall be unprofitable thereto, or that may be 
Occasion of any Disorder, or shall engender Slander to the same, 
then ye then declare it to some one or two of the Governours of 
this House, and to none other Person, nor no farther to meddle 
therein.” 

‘The Estimate of the Yearly Charges of this Hospital’’: While 
there had been heavy expenses required to bring the hospital into 
a proper condition, these are not discussed ‘“‘but the yearly Ex- 
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pences only, sustained for the Maintenance and Continuance of 
the same. And albeit these Charges following be all and every 
one of them ordinary, and of Necessity; yet for that there is a Dif- 
ference in the Certainty of the one and the other, they are divided 
into two Kinds, with these Titles: Charges certain and Charges 
uncertain.” 

“‘Charges certain’’: ‘“‘Are these, the Yearly Wages and Fees of 
those Officers and Servants that necessarily serve and attend for 
the Poor as ensueth, and after them the Charges of Household, 
Reparations, and such like.” 

Then follows a list of the salaries: 


“To the Hospitaler x l. 
“To the Renter Clerk x I. 
“To the Butler vi xiii iv d. 


“To the Matron for 
her Livery’’, etc, 


etc, xiii s. iv d, 
“Charges for the Household.” 
“For the Dyets of 100 Persons, at two Pence the Person for 
every day— CCC 1. vis. viii d. 
“For 68 Loads of Coal 
at xvi s. Per Load 
liii 7. viii s. 
“For Wood yearly xxiv /. 
“For Candles yearly vil. 


“For yearly Repara- 
tions of the Hos- 
pital and Tene- 
ments appertaining 
to the same xl J. 
“Sum of the Charges 
certain— DCCxevl. iis.” 

“The Charges uncertain (forasmuch as it cannot be certainly 
known to what they may amount) are here set forth without sums, 
only to signify unto you, that there are many Charges more to be 
considered, then certain Account can be made of.” 

“Charges uncertain’’ include cost of clothing for the poor and 
needy, sugars and spices, flax cloth, baskets, brooms, incense, 
juniper, rolls, ‘‘ Ashes to buck their Cloaths,” etc. ‘‘The which 
uncertain Charges amounted one Year to the sum of Ix /.”’ 
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“So cometh the certain Charges of this House Yearly to the 
Sum of DCCxcv /. ii s. besides the uncertain Expences, and other 
extraordinary Charges, which cannot be rated or accounted.” 

“Toward the which is yearly received by the Endowment of 
the King’s Majesty CCCxxxiii J. vi s. viii d. And by the like 
Endowment of the City of London CCCxxxiii /. vi s. viiid. The 
which in the whole is DClxvi 1. xiii s. iv d. 

“So is the Hospital charged yearly of certain (besides the un- 
certain Expences) over and above the sum of their Revenues 
Cxxviii /. viii s. viii d. 

‘Which only riseth of the Charity of certain merciful Citizens, 
for whose Continuance, with the Increase of moe, we earnestly 
pray unto the Fountain of Mercy, Jesus Christ, the Lord of all, to 
whom for ever appertain the Kingdom, the Power, the Glory, 
World without End. Amen.” 

A verification of these figures—and the additions are correct— 
arouses sympathy for the bookkeeper of old and indicates that, if 
principles have remained unchanged, accounting facilities have 
been both simplified and improved. 

The chapter closes with ‘“‘A Thanksgiving unto Almighty God, 
to be said by the Poor that are cured in the Hospital, at the Time 
of their Delivery from thence, upon their Knees in the Hall before 
the Hospitaler, and two Masters of this House at the least.” 

And this the hospitaler should charge them to learn “‘ without 
the Book, before they be delivered.” 

The thanksgiving contains about three hundred words and, 
after a patient had recited it, he was to receive a passport stating 
that he was cured on a certain day and charging him to report to 
the place of his nativity or to the place of his last abode and “‘ there 
to exhibit this present Passport to the Head Officer or Officers in 
either of the places appointed, that they may take further Order 
for his Demeanour.” 

I think it is safe to say that those who have read thus far, who 
have had experiences with any modern hospital and are not 
familiar with the ways of the old Londoners, will be vastly as- 
tonished to see how little matters have changed in the last four 
centuries. 

The story opens with the impoverished condition of the institu- 
tion, brought about by neglect and abuses, so that there were not 
sufficient supplies to care for the three or four ladies mentioned in 
the preamble, and there was much open slander and privy whis- 
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pering; so the citizens caused a survey to be made. The findings 
are not published, but the resulting ordinances indicate clearly 
what was found, and in the reorganized house we have the gover- 
nors, corresponding to our boards of trustees; we have a complete 
operating force from the matron (or superintendent) down, in- 
cluding internes, and a nurses’ school, a steward who represents 
the modern dietician, and a very complete and convenient system | 
of accounts with detailed directions as to how they are to be kept. 

Inventories are to be maintained and there is instituted some- 
thing which can not be called anything but a budget, so carefully 
and scientifically drawn as to show clearly the distinction between 
what we know as fixed charges and variable charges. All the in- 
formation necessary to show the daily costs per patient-day is 
provided. 

Throughout the document are mingled the shrewd common 
sense, business ability and sincere piety which distinguished the 
London citizen and made possible the immense expansion of Eng- 
lish trade which commenced in the days of Henry III and was so 
startling throughout the reigns of the Tudor and Stuart monarchs. 

It is pleasant to remember that the heritage they left descends 
equally to those who now live in the lands which are touched by 
both the eastern and the western waves of the Atlantic Ocean, 
and it is salutary to enquire whether or not we all live up to that 
heritage. 
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Legal Notes 


Haroip Editor 
NATIONAL BANKRUPTCY ACT 


Bankruptcies and all matters related to the administration of bankrupts’ 
estates are governed under an act of congress known as the bankruptcy act 
of 1898. This basic statute was amended first in 1903. Subsequent amend- 
ments have been made from time to time, the last being an act of congress 
approved by President Hoover on March 3, 1933. This amendment makes 
several changes of current interest to accountants. A brief refreshing of 
memory as to certain provisions and procedures in bankruptcy practice 
prior to March, 1933, will be helpful to an understanding of the present 
amendment. 

All matters in bankruptcy are administered under the jurisdiction of the 
United States district courts, the supreme court of the District of Columbia and 
the United States court of Alaska. Any person or any corporation (except a 
municipal, railroad, insurance or banking corporation) may petition one of 
‘these courts to be declared a voluntary bankrupt. Any person except a wage 
earner (whose compensation does not exceed $1,500 a year) or a farmer, any 
unincorporated company, and any moneyed, business or commercial corpora- 
tion (except the four named in the preceding sentence) owing debts of at least 
$1,000 may be adjudged an involuntary bankrupt upon petition by certain 
creditors. But a prerequisite to involuntary bankruptcy is the commission 
by the debtor of one or more acts of bankruptcy enumerated in the statute—for 
example, any attempt to give one creditor a preference or advantage over 
another creditor. A debtor is not insolvent under the bankruptcy law if his 
total assets exceed his total liabilities, although he may be unable to pay his 
debts as they mature. 

Each court appoints one or more referees to assist it. After a trial, with or 
without a jury, the court either dismisses the proceeding or adjudges the debtor 
a bankrupt, the latter judgment being known technically as the adjudication. 
After an adjudication the court calls a meeting of the creditors who then take 
such steps as they think are for the best interests of the estate. The creditors 
usually appoint one or three trustees to preserve the property during the pro- 
ceeding. Creditors submit proof of their claims, each being required to sur- 
render any illegal preference or advantage he may have received. A secured 
creditor is one who legally holds security of any sort for the payment of his 
claim and he proves only an excess of his claim over security held by him. A 
provable claim must be founded on a debt which is a fixed liability evidenced by 
a judgment or a written instrument, or on an open account or a contract. 
Certain claims have priority. After adjudication, the referee from time to time 
declares dividends payable on all unsecured claims whith have been allowed, 
except claims entitled to priority. 

An adjudged bankrupt may offer terms of composition to his creditors. Ifa 
proper composition proposal is accepted, the court will confirm it and direct 
the distribution of the amount offered by the bankrupt among the creditors. 


459 


if) 
i 
i 
i] 
i! 
{| 
ia 
| 


The Journal of Accountancy 


After one month and within the next twelve months subsequent to adjudica- 
tion, the bankrupt may apply to the court for a discharge. The discharge 
will be granted after a hearing unless the bankrupt has committed some act or 
has failed to perform some required duty of sufficient importance to justify the 
denial of a discharge. A discharge releases the bankrupt from all of his 
debts except taxes, provable debts which were not included by the bankrupt 
in his schedules where the creditor had no notice or knowledge of the bank- 
ruptcy proceeding, certain wages and certain tort and similar claims. The 
liability of a co-debtor with a bankrupt or of a guarantor or surety for a bank- 
rupt is not altered by the bankrupt’s discharge. 


Summary of Amendment 


Five new sections were added to the 1898 bankruptcy act designated as 
sections 73 to 77 inclusive, all under the general caption “Provisions for 
the relief of debtors.’ Section 73 provides that bankruptcy courts shall have 
jurisdiction in proceedings for the relief of debtors as provided in sections 74, 
75 and 77. Sections 76 states that extensions made pursuant to section 74 
extend the obligation of any person secondarily liable to any other person for 
the prompt payment of the whole or part of any debt affected by the extension. 
Section 75 relates to agricultural compositions and extensions and section 77 
covers reorganization of railroads engaged in interstate commerce. Section 74 
is the only one of general interest. This in substance gives a solvent person 
or partnership, but not a corporation, an opportunity to obtain the benefits 
of the bankruptcy act when he or it is unable to pay obligations as they mature. 
This promises to substitute an inexpensive proceeding in place of the more 
complicated equity receivership and to furnish a proceeding when the latter 
would not be available, because, for example, there was no diversity of citi- 
zenship or no complaining creditor holding a claim of a sufficiently large amount. 


Changes Effected by Amendment 


Lawyers are not in agreement as to what changes were made by the amend- 
ment. It was thought at first that sections 12 and 13, which authorize a cor- 
poration to effect a compromise, had been automatically repealed by section 
74 which seemingly confines the relief of compositions and extensions to nat- 
ural persons. Senator Daniel O. Hastings, chairman of the judiciary commit- 
tee of the senate, promptly denied that corporations had been deprived of 
the power to make compositions and stated that the contrary impression had 
arisen from a mistake in printing some last-minute changes. His opinion of 
course is not conclusive because only a court can finally construe a statute to 
ascertain its meaning. 

The rights of secured creditors are affected to some extent. Although the 
amendment in section 74 (i) states that an extension or composition shall not 
reduce the amount of or impair the lien of any secured creditor, it expressly 
states that the time and method of liquidation of a secured debt may be 
affected. Under certain conditions a secured creditor can be compelled to 
become a party to an extension or composition and under section 74 (n) the 
court may enjoin any secured creditor who may be affected by a proposed 
extension from proceeding in any court for the enforcement of his claim until 
the extension proposal has been confirmed or denied by the court. 
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It is thought that receivers will not now be appointed in bankruptcy pro- 
ceedings as frequently as has been the practice. Formerly, any creditor who 
could make a plausible showing of the need for a receiver could usually procure 
the appointment of one before the other parties in interest knew anything about 
it. Under the amendment, notice of the application for the appointment of 
a receiver must be given to all creditors and to all attorneys who have ap- 
peared in the proceedings. Thus an opportunity is given for vigorous op- 
position and no receiver is apt to be appointed unless real need for one is demon- 
strated. 

The effect of the amendment upon the right of a landlord to prove a claim 
for rent accruing subsequent to the date of bankruptcy is not clear. This 
matter is of paramount interest and importance today when tenants under 
leases executed prior to October, 1929, are exerting every effort to escape from 
their obligations. Unless the amendment has effected a change, a landlord 
can not sustain a claim for future rent but is left to future law suits against the 
tenant as the rents become collectible. This makes it possible for an adroit 
bankrupt tenant to arrange his affairs so that no subsequently acquired prop- 
erty comes within the reach of the landlord judgment creditor. A corporate 
tenant can work a slight variation of this trick. It can go into bankruptcy 
with its current rent fully paid. A new corporation can then be organized by 
the same persons who control the corporation which is the tenant. The 
new corporation then purchases at a fair valuation all of the assets of the 
bankrupt corporate tenant and the landlord is left high and dry with only a 
right for future rent against a defunct corporation which has been stripped of 
all its property. If the landlord can not prove a claim for future rent, he can 
not participate as a creditor in the distribution of the proceeds of the sale of 
the tenant's assets. 

Some lawyers think that the amendment gives a right to claim for future 
rent in order to prevent this sort of manceuvre. Section 74 (a) expressly pro- 
vides that in a proceeding to procure an extension a claim for future rent is a 
provable debt to be liquidated. But the point of legal difficulty is whether or 
not this provision relates solely to proceedings for procuring an extension. In 
such proceeding it would not benefit the landlord because he could sue at 
each maturity date and the tenant would not be discharged for future rent. 
But the amendments were intended to aid debtors, not creditors, and if con- 
gress intended to make claims for future rent provable in all cases, it probably 
would have amended section 63. That section permits proof of only those 
debts (except certain ones not relevant in this discussion) which are founded 
upon an open account or upon a contract express or implied. Rent to accrue 
in the future is not even a contingent present claim. The policy of congress 
has been to encourage compositions. But compositions would not be en- 
couraged if a landlord could prove for future rent because a majority of cred- 
itors would not consent to a composition when by refusing they could force 
an adjudication and thus relieve the bankrupt estate of the burden of future 
rent. 

One expedient which has been tried in an effort to make a claim for future 
rent provable is to provide in the lease that upon the filing of any petition in 
bankruptcy all future rent shall become immediately payable. The United 
States supreme court has denied the legality of this and has called it merely 
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a penalty and a device to prevent equitable distribution of the bankrupt 
estate. (Kothev. Taylor Trust,280U.S.224). Butit has been held by the same 
court that the bankruptcy of a lessee of personal property constitutes an 
anticipatory breach of the contract of lease. (Central Trust Co. v. Chicago 
Auditorium, 240 U. S. 581). It is probable that the recent amendment does 
not make a claim for future rent provable except in a proceeding to procure 
an extension. 

Wage earners are well pratected under the amendment. They may volun- 
tarily seek the benefits of the new provisions but no order of adjudication or 
liquidation can be entered without the wage earner’s consent and involuntary 
proceedings can not be instituted against them. 


Summary of New Section 74 


This section relates to compositions and extensions. It is divided into six- 
teen subdivisions, some of which are not of sufficient interest to be included in 
this summary. Each subdivision upon which comment is made is identified 
by its alphabetical designation. 

(a) Any person, except a corporation, may file a petition, or in an involun- 
tary proceeding before adjudication may file an answer, showing that he is 
unable to pay his debts as they mature and stating that he desires to make a 
composition with his creditors or to procure an extension of time to pay. 
Where an extension agreement is under consideration, all claims of every 
character, including one for future rent, are provable. Upon the filing of 
such petition or answer, the judge approves it if it is filed properly and in good 
faith or he dismisses it. If he approves it, no adjudication can be made (ex- 
cept as specified in subdivision 1) but the court may impose any proper restric- 
tions for the protection of the estate. 

(b) After the filing of such petition or answer, the court may appoint a 
custodian or receiver to exercise such supervision over the debtor’s business 
as the creditors or the court may direct. 

(c) A meeting of the creditors shall promptly be called and the notice for it 
shall state that the debtor proposes to offer terms of composition or extension. 
Any creditor may controvert the facts alleged and thereupon the court renders 
a decision dismissing the petition.unless the material allegations are sustained 
by proof. 

(d) At the first meeting of the creditors, the debtor may be examined, the 
creditors may nominate a trustee who thereafter shall be appointed by the court 
if liquidation becomes necessary, and the court shall fix a reasonable time within 
which an application for confirmation of the proposed composition or extension 
shall be made. 

(e) An application for the confirmation of a composition or extension pro- 
posal may be filed in court if it has been accepted in writing by a majority in 
numbers of the creditors whose claims if unsecured have been allowed, or if 
secured are proposed to be affected by an extension proposal, provided that said 
number of creditors represents a majority in amount of such claims. If an 
extension is proposed, money or security sufficient to pay all debts which have 
priority and all costs of the proceeding must be deposited as directed by the 
court. If the proposal is for a composition, the consideration to be paid by the 
debtor to his creditors must similarly be deposited. 
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(f) The court fixes a date and place for a hearing upon an application for a 
confirmation of the proposed composition or extension and objections which 
may be made to confirmation. ‘ 

(g) The court will confirm the proposal if it includes an equitable and 
feasible method of liquidating any claims of secured creditors which may be 
affected and of financial rehabilitation for the debtor; if it is for the best inter- 
ests of all creditors; if the debtor has not been guilty of acts or failed to perform 
duties so as to constitute a ground for denying him a discharge; and if the offer 
and acceptance have been made or procured in good faith and in conformity 
with law. Upon an application for extension, each creditor filing a claim must 
prove that his claim is free from usury as defined by the law of the place where 
the debt is contracted. 

(h) The terms of an extension proposal may extend the time of payment 
of either or both unsecured debts and debts which are secured when the security 
is in the actual or constructive possession of the debtor or the custodian or 
receiver. They may provide also for priority of payments to be made during 
the period of extension as between secured and unsecured creditors. They 
may include specific agreements to be performed by the debtor during the 
period of extension, including provisions for payments on account and for super- 
visory or other control over the debtor’s business or affairs by a creditors’ 
committee or otherwise. The extension proposal may provide also for the 
termination of the extension period under certain specific conditions. But 
an extension proposal has no effect upon allowances and exemptions to bank- 
rupts and those are set aside for the debtor’s use. 

(i) An extension proposal when confirmed becomes binding upon the debtor, 
his unsecured creditors, and such secured creditors as are bound by it. An 
extension or composition does not reduce the amount due to or impair the 
lien of any secured creditor but it may affect the time and method of liquidation 
of secured debts. 

(j) After a composition proposal has been confirmed, the consideration shall 
be distributed as the court directs but debts having priority retain their priority. 
Upon confirmation of an extension proposal, the court either dismisses the pro- 
ceeding or retains jurisdiction during the extension period in order to protect 
the estate and enforce the terms of the proposal. 

(k) At any time within six months after confirmation of a composition or 
extension proposal, the judge may set aside the confirmation on the ground of 
fraud. But a party who petitions for this must show that prior to the con- 
firmation he had no knowledge of the fraud. 

(1) The court may appoint the trustee nominated by the creditors, or if 
none has been nominated, the court may appoint any qualified person as 
trustee to liquidate the estate if any one of the following conditions exists: (1) 
if the debtor fails to comply with any of the terms required of him as to pro- 
tection and indemnity, (2) if the debtor fails to make the required deposit in 
case of a composition, (3) if the debtor’s proposal is not accepted by the 
creditors, (4) if confirmation has been denied, or (5) if the debtor without 
sufficient reason defaults in any payment required under an extension agree- 
ment where the court has retained jurisdiction of the debtor or his property. 
In addition, the court will adjudge the debtor a bankrupt if confirmation of his 
proposal has been denied or if the court is satisfied that he commenced or pro- 
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longed the proceeding for the purpose of delaying creditors or avoiding an 
adjudication in bankruptcy. But no order of liquidation or adjudication shall 
be entered without the debtor’s consent when he is a wage earner or farmer. 

(n) The court may enjoin any secured creditor who may be affected by an 
extension proposal from proceeding in any court for the enforcement of his 
claim until the extension has been confirmed or denied by the court. 

(p) Involuntary proceedings under this section can not be taken against a 
wage earner. 

An interesting side-light upon our present economic situation is thrown by 
a provision in this amendment that bankrupt funds may be deposited without 
limit as to amount in the postal savings depositories if local banks are unable or 
unwilling to give the required security. 


American Institute of Accountants 
TRIAL BOARD 


The council of the American Institute of Accountants, sitting as a trial board 
in the Chamber of Commerce of the United States of America at Washington, 
D. C., on Monday, April 10, 1933, heard charges preferred against members of 
the Institute by the committee on professional ethics. 

The complaint dealt with a principle of professional conduct discussed edi- 
torially in THE JoURNAL OF ACCOUNTANCY in the issue of May, 1933. 

After a hearing at which the members concerned were present or repre- 
sented, the trial board admonished them to refrain in future from such acts as 
those of which complaint had been made. 
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Students’ Department 


H. P. BaumMANN, Editor 
PENNSYLVANIA C. P, A, EXAMINATION 


A correspondent asks for a solution of the following problem taken from the 
examination in general accounting given by the Pennsylvania state board in 


November, 1931: 


No. 2. The SRentes Suton was approved by the authorities of the city 


of “A” for the year 19. 


Revenues 


Surplus revenue 
Miscellaneous revenues anticipated: 
Interest on delinquent taxes... 
Interest on assessment collections................... 


Five percent. of gross receiptsof buslines.............. 


Appropriations 
General government: 
Administrative and 
Assessment and collection of taxes................... 


Streets and sewers: 

Cleaning and maintenance of streets. ................. 


Instalment of general improvement bonds............ 
Interest on general improvement bonds.............. 
Interest on assessment 
Interest on general improvement notes................ 
Other purposes (contingent)... 


833333338! 
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| 
Anticipated 
$ 10,000.00 | 
17,500.00 
10,500 .00 
4,000 
| 
Preservation of life and property: 
ig 
. 
Debt service: 
{ 
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The city treasurer received cash from the following sources: 


Interest on assessment collections..................... 


Five percent. of bus receipts... 


16,000.00 


After closing the books, the outstanding general taxes in the amount of 
$25,589.36 and franchise taxes in the amount of $3,810.77 were considered as 


collectible accounts receivable. 


Revenue deficits are offset against additional revenue realized over amounts 


anticipated. 


The following expenditures were reported by the city treasurer for the year: 


General government: 
Administrative and executive. 


Preservation of life and property: 


Streets and sewers: 

Cleaning and maintenance of streets................. 


Instalment of general improvement bonds............. 
Interest on general improvement bonds............... 
Interest on assessment 


$ 9,186.04 


2,341.00 
1,250.00 
2,822.81 


23,919.41 
4,536.96 
4,686.39 

745.28 


12,541.46 
7,051.44 
13,307.95 
5,370.47 
544.67 
4,000 .00 


8,500 .00 
2,135.94 
9,713.64 
17,560.01 
39,142.50 
6,740.00 


$176,095 .97 


Resolutions were passed for the following transfers from one appropriation 


account to the other: 
To: 


| 
00 
10,390.94 
5,185.41 
16,016.85 
727.25 
314.15 
Town hall rentals 1,203.50 
108.06 
336.42 
3,409.87 
Assessment and collection of taxes................... 
ss 
Debt service: 
Administrative and executive....................... § 1,186.04 
83.14 
389.28 


Students’ Department 
From: 
Cleaning and maintenance of streets................. $ 22.81 
Interest on general improvement bonds.............. 3,060.11 


The surplus account as of January 1, 1930, had a balance of $22,562.48. 
During the year tax abatements were charged off in the amount of $1,127.44. 
Prepare: 
(1) Statement of revenues for year showing for each account excess 
revenue or deficit for the year. 
(2) Statement of expenditures showing for each account 
unexpended balances or overexpenditures of appropriations. 
(3) Analysis of surplus revenue account for the year. 


Solution: 
[See pages 468 and 469 for (1) and (2)] 
City oF “A” 
Analysis of surplus revenue account for the year ended December 31, 1930 


Balance, January 1, 1980... $22,562.48 
Deduct: 
Tax abatements chargedoff.................. $ 1,127.44 
Surplus revenue appropriated to balance budget 10,000.00 11,127.44 
Add: 
Unexpended balance of appropria- 
Less: deficit of revenues realized 
over revenues anticipated... .. 3,488.17 3,815.86 
Appropriated surplus not used. ..... 10,000.00 13,815.86 
Balance, December 31, 1930................... $25,250.90 


In case bonds payable are carried on the general books as liabilities, and the 
sinking fund as an asset, the surplus at December 31, 1930, would be changed 
as follows: 

Add bond and note liabilities paid—included in 
revenue expenditures: 


Instalment of general improvement bonds... .. 9,713.64 


Since the item of $10,000 shown as “surplus revenues appropriated” in the 
statement of estimated receipts merely indicates that the city expects to 
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meet a deticit of $10,000 for the year by using part of its surplus, and is not a 
revenue at all, the statement of revenues might have ended with the line “total 
revenues."’ In this way the actual excess of $6,511.83 over the estimated 
receipts would appear, and the surplus statement might be prepared in the 
following form: 

City or “A” 


Analysis of surplus revenue account for the year ended December 31, 1930 


Balance, January 31, 1990 $22,562.48 
Less: tax abatemerts charged off .............. 1,127.44 
Add excess of net revenues over expenditures, 1930: 
Revenues: 
Expenditures: 
Appropriated................ $183,400.00 
Unappropriated balances. ..... 7,304 .03 
176,095 .97 3,815.86 
Balance, December 31, 1930................... $25,250.90 
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Book Reviews 


BUSINESS BUCLGETS AND BUDGETARY CONTROL, by A. W. Wits- 
MORE. Jsaac Putnam & Sons. 241 pages. 

The proverbial difficulty of balancing a budget is only one of the peculiarities 
associated with the word. which is now so common in the mouths of our people. 
According to the dictionaries, the principal meaning is a purse or package, as in 
the expression a “ budget of news’’; yet the word is generally used in its second- 
ary meaning associated with a financial statement. For centuries, ever since 
the time of King Alfred, who gave the first royal budget known to us, the word 
‘was used to indicate the probable receipts and expenditures of the English 
government; and, although some twenty years ago congress considered the 
formal adoption of a government budget, the plan was not accepted until the 
year 1923. Yet, once the idea took root in America, it flourished and spread, 
until today every organization, family and person is compelled or urged to 
work under budgetary control. In the language of the man in the street, the 
American business man “fell for it,’ perhaps partly because, as St. Luke ex- 
presses it, he is inclined to spend his time “in nothing else, but either to tell or 
to hear some new thing.” 

As a result, the budget has been developed fully and used more generally in 
America than it has in Great Britain, and the book now under review is written 
to encourage and promote a more general development of budgetary control 
among the business men across the Atlantic. 

I remember well the time when we looked to England for all our books on 


and examples of accountancy, and it is both interesting and pleasant to read an 


English book describing and recommending American practice. 

The book deals with sales, estimates and budgets, the production, expense 
and financial budgets, closing with chapters on “ budget administration”’ and 
“forward planning.” 

The practices described are familiar to practitioners in this country, but the 
book is so excellently arranged and so clearly written that it forms a complete 
book of reference, for it gives in a small space a large amount of information. 
It is safe to recommend it to all students and to accountants desiring a compre- 
hensive description of modern practice. 

WALTER MuckLow 


INCOME-TAX PROCEDURE, by W. B. Castennoiz. La Salle Extension 
University. 160 pages. 

In his preface to Income-Tax Procedure the author stresses the fact that his 
manual deals only with the ordinary and usual problems and features which 
concern the vast majority of taxpayers, whether corporate or individual. He 
suggests that where fine interpretations are necessary the reader should refer to 
the law, the official regulations or to tax counsel. Nevertheless, the manual 
contains a quite complete explanation of practically every item requiring con- 
sideration in the preparation of returns under the revenue act of 1932, 

A brief review of prior acts, starting with the act of 1913, precedes the dis- 
cussion of the 1932 act. Throughout the work wherever an explanation leaves 
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something to be desired it is followed by a concrete illustration of how the 
particular provision works in practice. The arrangement follows closely the 
arrangement of the law itself. The language used is free from technicalities, 
and to the student it will provide an excellent means through which he can 
inform himself as to the general structure and intent of the income-tax act. It 
should also prove useful to the small individual or corporate taxpayer, as most 
of the problems which they face will probably be found adequately explained in 
the manual. For the knotty problems encountered by the practising account- 
ant or attorney other authorities will have to be consulted. It might be added 
that the work contains reproductions of many of the forms used in taxation 
printed in type large enough to read, which is more than can be said for the 
forms reproduced in some standard tax services. 
DONALD ARTHUR» 
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Accounting Questions 


[The questions and answers which appear in this section of THE JOURNAL OF 
ACCOUNTANCY have been received from the bureau of information conducted 
by the American Institute of Accountants. The questions have been asked 
and answered by practising accountants and are published here for general in- 
formation. The executive committee of the American Institute of Account- 
ants, in authorizing the publication of this matter, distinctly disclaims any 
responsibility for the views expressed. The answers given by those who reply 
are purely personal opinions. They are not in any sense an expression of the 
Institute nor of any committee of the Institute, but they are of value because 
they indicate the opinions held by competent members of the profession. The 
fact that many differences of opinion are expressed indicates the personal nature 
of the answers. The questions and answers selected for publication are those 
believed to be of general interest.—EpiTor.] 


VALUATION OF ENDOWMENT-FUND INVESTMENTS 


Question: A large educational institution having several endowment funds 
has $100,000 of one of these funds invested in the running stock of local building 
and loan associations. These stocks have been paying 5 and 6 per cent. interest 
annually for years and the face value has been paid the holder at any time 
upon request. They have been considered locally the most secure form of 
investment. 

Since May all local building and loan associations in this particular city have 
been “on notice’’—that is, they have not been in position to pay withdrawals 
nor have they paid interest. Recently the educational institution has had no 
income on which to operate the particular department provided for by this 
endowment. 

In the emergency the trustees sold the $100,000 running stock for $65,000 
and purchased with that amount an assortment of industrial utilities and real- 
estate bonds, which average 5 per cent. interest on the face value and give the 
same income to the fund as before. 

In preparing the balance-sheet at the end of the year the treasurer of the 
institution wants to carry the investment account at the original figure claiming 
the transaction was merely a ‘“‘switch”’ in securities, the new bonds are equai in 
value to the old stock and the new bonds will be at par on the market long 
before the old building and loan stock. 

Had the trustees merely “switched” the securities perhaps such a plan 
might not be criticized. But they did not do this—they actually sold the old 
securities for cash and invested the same cash in the new securities. 

In your opinion is the treasurer justified in carrying the investment account 
at the original figure of $100,000? 


Answer No. 1: It seems to us that the conversion of the stock into bonds is a 
closed transaction which can not properly be recorded except in accordance 
with the facts. While the conversion was controlled by emergency conditions 
which required the freeing of capital, otherwise non-productive, wherewith to 
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produce income for the designated purpose, and while, further, the income 
from the new securities is maintained at the old level, it should not be sup- 
posed, so we consider, that the purpose, the motive, of an emergency conversion 
sanctions the appreciation of the bonds now held. 

It is understood that, in normal circumstances, the securities of an endow- 
ment fund are held primarily for income—and security—but an impairment of 
the capital of the fund, actually sustained, can not be denied or disregarded 
because the income yield has not diminished. 

When we have passed through the depression it may well be that security 
prices will once more tend to be in line with intrinsic values, thereby bringing 
about a probable restoration of the capital of the fund. This we mention in 
passing without further discussion; meanwhile, to sum the matter up, it seems 
to us that the recognition of present emergency values does not sanction the 
valuation of the bonds at more than the cost, namely, $65,000. 


Answer No. 2: In our opinion the treasurer’s contention that the transaction 
was merely a “switch” is fallacious. The institution definitely took a loss on 
the sale of the building-and-loan-association stock, and now has bonds which 
are worth—or were worth at the time of the purchase—only $65,000. Asa 
matter of fact, if the building-and-loan-association stock had not been sold, 
good judgment would have dictated recognizing the loss in its value, so that the 
investment, and the related endowment fund, would have been written down. 
It seems to us that the loss ought to be recognized in the accounts at the time of 
sale of the stock and purchase of the bonds. No doubt the trustees can, if they 
choose, write up the bonds from $65,000 to $100,000, but if that is done the 
facts ought to be stated in the report. . 


DEPRECIATION RATES ON MACHINERY AND EQUIPMENT 


Question: This question is one of a technical nature concerning machinery and 
equipment, the assets being recorded on the books of a corporation in a group 
account and depreciation being computed thereon at the rate of 15 per cent. per 
annum. The question is, upon breaking down the asset account by specific 
items that have a physical existence at the time of the breaking down, do you 
consider the proper method of ascertaining related depreciation to each 
specific item to be 15 per cent. per annum from the date of acquisition of each 
item, based on the value thereof? 

At the time of this break-down it is ascertained that for various reasons, such 
as not clearing the asset account upon the disposal of any asset, after abstract- 
ing the 15 percent. per annum reserve for depreciation for each specific item, there 
remains an excess balance in the reserve for depreciation account. It is con- 
tended that this excess reserve should be adjusted to surplus. It is also con- 
tended that such excess reserve should be allocated against the oldest specific 
item in the inventory until this excess depreciation has been allocated. This 
method results sometimes in fully depreciating an asset perhaps only one or 
two years old. 


Answer: It seems to us quite clear that, under the stated conditions, the de- 
preciation relating to specific items would not be correctly determined by 
applying against the individual items 15 per cent. per annum, based on the value, 
from the date of acquisition of each item. 
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The original composite rate of 15 per cent. per annum is the resultant of a 
series of varying rates, ranging from a high of, say, 25 per cent. to a low of 10 per 
cent. so that manifestly it would be incorrect to apply what is a weighted aver- 
age, the composite rate, against specific items which, separately considered, 
carry a higher or a lower rate. The following table will illustrate the point: 


Annual 
Cost less depreciation 
residual Estimated (straight Depreciation 
Item value life line) rate 

$35,000 6 _ yrs. (approx.) 6,000 163% 
<i 15,000 3% “ 4,000 26% 
30,000 10 3,000 10 
20,000 10 2,000 10 

$100,000 15,000 15% =Composite 


Now, while a composite rate of 15 per cent. will provide for the amortization 
of the cost of the plant as a whole, it is immediately apparent that such a rate 
is not applicable even to a single unit. 

It seems to us that the only satisfactory accounting will be to compute the 
depreciation on the separate units—the correct basis in any case—and inas- 
much as the original group account has now been broken down into its constit- 
uent elements, the necessary data should be readily available. If, after ad- 
justment for retirements, the reserve for depreciation as now recorded is in 
excess of ‘the depreciation so computed, the difference may with propriety be 
transferred to surplus. 
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WALTON INVITES YOU 


Century of Progress” 


Chicago is our home city. This year Chicago celebrates her one-hundredth birthday as a municipality. We present 
to the world as evidence of our city's greatness one of the most remarkable Expositions ever conceived by man. The 
Walton School of Commerce invites you to come to this great ‘‘A Century of Progress’ and while you are here, to 
visit the School, located just a short walk from the main entrance to the Exposition. 


Why Walton-Trained Students 


When one realizes that accountancy is the very backbone of business, 
having to do with every phase and transaction of business, it is easy to 
understand why the accountant is highly regarded and well paid. His 
practical knowledge of the many factors which control commercial 
activities gives him a key position in the modern business world. 
Hundreds of Walton-trained students today hold good junior and 


THE WALTON RECORD 


For nine successive years Walton students won ae 5 honors in the 
American Institute examinations. Walton students have won twenty- 
two medals offered by the Illinois Sostaty of Certified Public Ac- 


Hold Good Business Positions 
senior executive positions — proof of the effectiveness of Walton 
instruction 


There are always good positions available for mye ey trained. 
Walton treined” students are invariably given e by large 
business organizations because they know that Walton training is 

h and dependable. Let Walton prepare you for the higher 
paid junior and senior executive positions. 


INSPIRES CONFIDENCE 


Accountants by ope. Text materials 
Courses have been adopted fur 


comprising W. 
classroom use by scores of a -- 
countants for high standing in Illinois C. P. A. examinations. colleges and universities throughout the country. 

This Is a Record Unequalled By Any Other Educational Institution 


It Is Easy to Find Out How Walton Can Help You to Succeed 


Send fer our bockict — Wallen Way to Better Dav." Vou wit Gnd 
ideals and achievements, inspirational statements of leading accountants and successful executives — a definite plan for your own 


training and advancement. 
Just fill out the coupon and mail it to us today. Be sure to indicate the kind of instruction in which you are interested. 


WALTON COURSES 


CONSTRUCTIVE ACCOUNTING « ADVANCED ACCOUNTING AND AUDITING 
COST ACCOUNTING «-» BUSINESS LAW «-» FEDERAL INCOME TAX ACCOUNTING 
MATHEMATICS OF ACCOUNTING AND FINANCE « » 8 C. P. A. COACHING 


Day and Evening Classes and Home Study Instruction 


WALTON 


Building 
Secretary 


Member National Home Study Council 


WALTON SCHOOL OF COMMERCE, 403-413 McCormick Building, Chicago, Illinois 
Without obligation on my part, please send me a copy of “‘ The Walton Way to a Better Day,” and suggestions as to what you can 
do to help me advance in the business world. 
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EW YORK C. P. A. Theory and Auditing Ques- 

tions with Answers to the last 36 examinations 
will be available for distribution on or before August 1, 
1933. These books will contain answers to the April 
1933 questions. 

The New York C. P. A. Law Questions with Answers 
by Dr. A. Lincoln Lavine is now available for distribu- 
tion at $4.75 list price. Those who purchase this volume 
now, either from the American Institute Book Shop or 
from the publisher direct, will receive a special price 
later on the other two books when they are off the press. 


STANDARD TEXT PRESS 


186 Joralemon Street, Brooklyn, New York 


| 


NEWS 


Concise reports of current 
events affecting accountants 
appear in the Bulletin of the 
American Institute of Ac- 
countants—a monthly news 
magazine of accountancy. | 


$1.00 A YEAR 


AMERICAN INSTITUTE 
PUBLISHING CO., INC. 


135 Cedar Street, New York 


jUsT == — 


Wills, 


—tttt~_~”~_, 15 East 26th Street, 


and Trustees 


By William J. Grange, member of the New York Bar; | 
Walter A. Staub, C.P.A., of Lybrand, Ross Bros. 
& Montgomery, and Eugene G. Blackford, Vice- 
President (Trust Dept.), Brooklyn Trust Company 


In one handy volume—Law, Accounting, and Taxa- 
tion of Estates and Trusts; including the Bank and 
Trust Company as a Fiduciary. Over a hundred 
forms, legal and accounting. 853 pages, $7.50 | 


| 


Sent for 5 Days’ Examination. Write to 


THE RONALD PRESS COMPANY, Dept. M617 


New York, N. Y. 


FRAUD 


ITS CONTROL THROUGH 
ACCOUNTS 


BY 


GeorGe E. BENNETT, PH.D., LL.M, 
C.P.A. 


NEARLY EVERY FRAUD can be preventel 
by precaution. Internal check locks the dow 
before the horse is stolen. It minimizes av 
counting errors and generally leads t 
prompt detection of embezzlement. 

America loses through fraud every yem 
over $2,000,000,000. Néine-tenths of this 
can be saved by internal check adequate 
applied. 

‘“‘Fraup, Its Control Through Ac 
counts,”’ by G. E. Bennett, assembla 
information about internal check and 
describes briefly but comprehensively ae 
counting methods which have proved ¢- 
fective in the war against carelessnesi 
and crime. 

This book was selected by the American 
Institute of Accountants for publicatio 
because of its great importance. Controllers, 
bookkeepers, business executives and matr 
agers and professional accountants will 


find this book of interest and value. 
Price $1.50 + 135 pages 


American Institute Publishing Co. 
135 Cedar Street, New York 


When writing to advertisers kindly mention THe JourNnaL oF AccouNTANCY 
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THE JOURNAL OF ACCOUNTANCY III 


DUTIES OF THE 


SENIOR ACCOUNTANT 


following the enormous success of Thornton and Rey- 
nolds’ “Duties of the Junior Accountant” a second vol- 
yume has been written by F. W. Thornton and is now 
published for the American Institute of Accountants. 

It has been the good fortune of the American 
Institute Publishing Co., Inc., to induce Mr. Thornton 
to prepare another text on the closely related subject: 
“Duties of the Senior Accountant."’ There have been 
numberless requests for a book of this kind which can 
be carried about without being burdensome and at 
the same time can convey to the senior accountant ad- 
vice upon many of the points which will arise in the 
course of his work in the field and in the office. 

The present book is as brief as it could possibly be 
made. The author felt, no doubt, that in a book of this 
kind there was no room for unnecessary verbiage. He 
felt that it was his pleasure and duty to tell in a very 
few words his opinion of what should be done. Those 
who are familiar with Mr. Thornton’s style will remem- 
ber that he does not waste words. Here is a brief, 
clear and most interesting series of lectures on what 
the senior accountant in these modern days should do. 

103 pages, cloth bound, pocket size, $1.25 de- 
livered in the United States. 


AMERICAN INSTITUTE PUBLISHING CO., INC. 
135 Cedar Street, New York 


When writing to advertisers kindly mention Tue Journat or AccounTANCY 


Revised Edition! 


Third Edition — September, 1928 
Second Printing — May, 1930 


Theory, Auditing and Problems 


A four-volume digest of problems and ques- 
tions given in 955 C. P. A. examinations by 
accountancy boards in 48 states; June, 1929 
papers are included. Distribution is: 


ee 39 New Jersey......... 16 
26 ew York.........- 

25 Pennsylvania........ 31 

Massachusetts. ...... 20 Washington......... 

ven 26 Other States......... 572 


The four buckram-bound volumes contain 400 
problems and 5,824 questions, classified in 
related groups, with lectures authenticated by 
7,579 specific references to recognized accounting 
authorities. Volume II solves problems in Volume 
I; Volume IV solves problems in Volume III. 
Time allowances are given so problems may be 
solved under C. P. A. conditions. 


. A Golden Opportunity 


This set is almost indispensable to C. P. A. 
candidates as it combines C. P. A. theory and 
auditing questions with authenticated lectures, 
and classified C. P. A. problems with solutions 
and time allowances. 


FREE EXAMINATION COUPON 


THE WHITE PRESS COMPANY, INC. | 
| Departmental Bank Bidg., Washington, D. C. 

| You may send me on 5 days’ approval books checked. | 
O Complete Set (Four Volumes, 1,871 ), $15.00 
1 O Volume I and Solutions (Vol. ti) $7.50 | 
Volume III and Solutions (Vol. IV), $7.50 
I agree to pay for the books or return them postpaid within 

| five days of receipt. | 


(Sent on approval only in U. S. and Canada) | 
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FOR SALE 


American Institute 
Publishing Co. 


Incorporated 


135 CEDAR STREET 
NEW YORK 


WHAT SHALL I 
WHEN—? | 


Every professional man must ask | 
himself: What shall I do when this 
happens or when that is requested? 


The most important considera- | 
tion of every reputable accountant 
should be the proper practice of his | 
profession; consequently a brief text 
upon the general subject of ethics is 


a useful addition to every account- | 


ant’s library and constitutes a help- 
ful companion, especially for begin- 
ners in the field. 


In Ethics of a Profession the opin- 
ions of leaders in accountancy are 
summarized and presented in clear, 
concise language. 


Ethics of a Profession consists of 


159 pages. The subjects specifically 
discussed are the following: Going 
into Practice, Offices, Partners, 
Branch Offices, Incorporation, The 
Accountant’s Place in the Com- 
munity, Soliciting, Advertisement, 
The First Client, Fees, Contingent 
Fees, Commissions, Bidding, Se- 
crecy, Prophecy, Name, Clients, 
Staff, Language. 


Bound in Cloth, $1.50 


American Institute 
Publishing Co., Inc. 


135 Cedar Street 
NEW YORK 
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LOOKING FORWARD TO EXAMINATION 


EXAMINATION QUESTIONS 
1927-1931 (inclusive) 


Examinations conducted by the American Institute of Accountants and by state 
boards of accountancy are of vital interest to hundreds of potential candidates. mr 
man expecting to take an examination wants to know the nature of the test to whic 
he will be subjected. 

No two examinations are alike in detail, but the manner of presentation of funda- 
mental subject matter must be similar in all papers. Therefore the best way to prepare 
for future examinations is to review those of the past. 

The latest edition of questions of the Institute and the thirty-seven codperating 
boards from May, 1927, to November, 1931, inclusive, is issued by authority of the 
board of examiners of the Institute. 

The volume is cloth bound, consists of 281 pages and contains a comprehensive 
index. The price is $2.00 delivered in the inlet States. 


and 


UNOFFICIAL ANSWERS 


- TO THE EXAMINATION QUESTIONS OF THE AMERICAN 
INSTITUTE OF ACCOUNTANTS 


By H. A. Finney, H. P. Baumann and Spencer Gordon 


For many years there has been insistent request for the publication of official 
answers to the Institute’s questions, but it has been and remains a fundamental 
principle of the Institute's board of examiners that no official answers shall be 
made known. 

The present volume does not contain official answers, but rather the expression of 
the well weighed opinion of excellent authorities as to what constitutes a compre- 
hensive answer to each of the questions asked during the five-year period ended in 
November, 1931. It seems fairly safe to assume that any candidate who offered 
answers equal to those which appear in this book would pass with high honors. 

The book does not contain the problems and questions themselves but merely 
solutions and answers. By this plan of separation the volume of questions and the 
volume of answers can be used independently for class-room and other purposes and 
the work of instructors will be simplified and rendered more effective. 

The volume of answers is cloth bound, consists of 423 pages and the price is $3.00 
delivered in the United States. 


Both volumes are published for the American Institute of Accountants 


AMERICAN INSTITUTE PUBLISHING COMPANY, INC. 
135 CEDAR STREET, NEW YORK 
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the preparation of 
our twenty-lesson course in Pub- 
lic Auditing, our Educational 
Staff has kept one thought con- 
tantly in mind. That is that 
there is great need for this par- 
ticular training among account- 
ants of proved ability who have 
previously learned the funda- 
mentals of accounting principles 
and procedure. 

Asa result, we are prepared to 
fer this twenty-lesson course in 
Public Auditing as a separate 
unit to applicants who are already 
competent accountants. No at- 
tempt is made to teach general 
accounting in this course. 

To those accountants whose au- 
diting experience has been con- 
fined to the internal work of a 
business organization, this course 
ofers a thorough grasp of auditing 
technique and procedure from the 
atternal viewpoint. 

To those accountants whose 
public practice has been somewhat 
limited, this course offers an excel- 
knt opportunity to obtain exhaus- 
tive information regarding Public 
Auditing, which might not be 
qualed through years of actual 
experience. 

To those accountants who have 
been thoroughly seasoned in public 
practice, this course offers an ex- 


MODERN 
AUDITING 
PRACTICE 


A short 
advanced course 
offered 
to those who are 


qualified 


cellent opportunity to “brush up” 
by checking their ideas of theory 
and practice against this latest 
compilation of text material upon 
this important subject. 

This twenty-lesson course teaches 
Auditing as practiced by public ac- 
countants (as distinguished from 
the internal audit by the comp- 
troller and his staff). The audit 
programs, questionnaires and re- 
view sheets presented in the lessons 
contain a wealth of valuable detail. 

The reader is first given an 
understanding of the complete 
field of public accounting practice 
and the details of organization of 
public accounting firms. Then he 
is brought directly into the work 
in the order in which he would 
meet it in public practice, first 
Junior work, next Senior work, then 
the work of the Principal. 


He is told what to expect when 

he gets on his first auditing job 

and how to do the things he 
will have to do. He thus becomes 
acquainted with the obstacles 

before he meets them and, as a 

result, is able to handle the prob- 

lems which usually confuse the 
novice. The successful public 
accountant must progress through 
these three stages in his Public 

Auditing work and it is the 

purpose of this course to help 
the reader work through each 
stage successfully and as rapidly 
as_ possible. 

As a final step in his training, the 
reader is led through a complete 
audit, step by step, and learns the 
things that are done and how the 
problems that arise are solved. 

The fee is $42.00. 


ONE oF THE LESSONS 
of this course, containing exbaustive 
suggestions that can be used in preparing 
an audit program will be mailed free, 
with full information regarding this 
course, if you will write the Interna- 
tional Accountants Society, Inc., 3411 
South Michigan Avenue, Chicago, 
Illinois. 


INTERNATIONAL ACCOUNTANTS SOCIETY 


A DIVISION OF THE ALEXANDER HAMILTON INSTITUTE 


When writing to advertisers kindly mention THE Journat or AccounTANCY 


INCORPORATED 


: 
| 
| 
| 
q 


VIII THE JOURNAL OF ACCOUNTANCY 


Now... 


A TYPEWRITER THAT 
OPERATES ENTIRELY FROM THE KEYBOAR)|| 


AT A TOUCH 
OF THIS KEY 


THE MOTOR 
RETURNS THE 
CARRIAGE 


TO THE NEXT 
WRITING POSITION 


Here is the most important contribu- is guaranteed by Burroughs. It is 
tion to typewriter operation in more backed by the same Burroughs service 
than a decade ...a typewriter in which _ organization that for years has serviced 
electricity saves the wasted energy and electrically-operated Burroughs me 
motion that make typing so tiring. chines in offices throughout the world 


é In this new typewriter the motor does Write for free illustrated folder. 
g all the heavy work—returning the car- BURROUGHS ADDING MACHINE COMPANY, DETROIT, MIGh 
riage, spacing automatically to the next 


_ writing line, and shifting to capitals. B U RR O U G HS 
&§ The keyboard is standard. There is no . 
new touch to learn. The lessening of 

. fatigue results in increased production. 


This new electric carriage typewriter TYP E WRI T E R 
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Published for 


THE AMERICAN INSTITUTE 
of ACCOUNTANTS 


ACCOUNTING TERMINOLOGY 
$1.50 
A preliminary report of a special committee on ter- 
minology of the American Institute of Accountants. 
An up-to-date glossary of accounting terms which 


| reflects the general present-day usages of the vocabu- 
’ lary of the profession. 


_ AUDIT WORKING PAPERS 


Cloth $5.00, Leather $7.50 
BY J. HUGH JACKSON 
Detailed explanation of how the accountant should 
schedule and report results of his findings. 


C. P. A. LAWS OF THE UNITED 
STATES $3.00 
Compiled by the American Institute of Accountants. 
The only available collection of the full text of all 
the laws in effect September, 1930, governing certi- 
fication of public accountants in all states and 
territories of the United States. 


INTRODUCTION TO ACTUARIAL 
SCIENCE $1.50 


BY HARRY ANSON FINNEY 
A clear elementary textbook on actuarial science. 


The American Institute Publishing Co., Inc. 
135 Cedar Street, New York 


| 


ACCOUNTANTS’ INDEX—Third Supplement 


Compiled by the Librarian of the American Institute of Accountants 


Reference guide to literature of accountancy January 1, 1928; 
to December 31, 1931, inclusive 


Published by order of the Council of the American Institute of Account- 
ants, continuing the Institute’s established principle that a comprehensive 
key to the literature of the profession be made available. 


The edition is limited and printed from type. There is no probability of a 


second printing. 


Approximately 650 pages 6” x 9” cloth bound. Price $10.00 delivered in 


the United States. 


Orders should be sent to 


The American Institute Publishing Co., Inc. 
135 Cedar Street, New York 
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Classified Advertisements 


Copy for classified advertising must be in hand at the office of The 
Journal of Accountancy previous to the twentieth day of the month 
preceding month of publication. Rates for ‘Help Wanted” and 
“Miscellaneous” are $9 per inch or fraction for one insertion; $7 per 
nch or fraction each additionalinsertion. “Situations Wanted,” $5 
up to 65 words each insertion. 


HELP WANTED 
If you are open to overtures for new connection and qualified 
for a salary between $2500 and $25,000, your response to 
this announcement is invited. The undersigned provides a 
thoroughly organized service of recognized standing and rep- 
utation, through which preliminaries are negotiated confi- 
dentially for positions of the calibre indicated. The procedure 
is individualized to each client's personal requirements, your 
identity covered and present position protected. Established 
twenty-three years. Send only name and address for details. 
R. W. Bixby, Inc., 125 Delward Building, Buffalo, N. Y. 
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‘Binding 
She JOURNAL of 
ACCOUNTANCY 


@ In tan buckram with title, date 
and volume number stamped in gold 
on red leather. @ When the maga 


zines constituting the volume afé 
supplied by the subscriber the bind: 
ing charge is $2. Each bound volume 
includes six issues. @ Missing nume 
bers, with the exception of a few 
rare issues, will be supplied, if ob=am™ 
tainable, at 50 cents each. ( Binding 
orders and the magazines to be bound 


NOTICE 


We are in need of additional copies of the 
August, 1932 
Journal of Accountancy 


should be mailed or delivered to 


| AMERICAN INSTITUTE @ 
PUBLISHING COMPANY, ING 


American Institute Publishing Co., Inc. 


135 Cedar Street New York 135 Cedar Street, New York, N.Y, 


Another Favorable Review of 


LAW FOR LAYMEN (i 


by Harold Dudley Greeley, LL.B., LL.M. 
New York and Connecticut attorney-at-law :. 


“‘Whereas most legal texts are likely to have their meanings obscured in a tangle of technical verbiage, 
the present volume is a happy exception, because it explains in everyday language the principal points 
of law about which the student or business man needs to know . . . the knowledge which the layman 
needs is not extensive information about multitudinous and isolated rules of law, but rather an under- 
standing of legal principles and an acquaintance with the procedures by which those principles are ap- 
plied. . . . Only those portions of substantive law as are of great interest to accountants and business 
men — business rather than personal subjects — are included. Specifically, the topics covered are 
contracts, agency, real property, mortgages, personal property, partnerships, corporations, landlord 
and tenant, patents, trade-marks and copyrights, equitable titles, rights and remedies, sales, bailments 
and carriers, insurance and workmen’s compensation, negotiable instruments, suretyship, insolvency 
and bankruptcy, and wills, estates, and trusts..".—THE AMERICAN ACCOUNTANT, New York, N.Y. 


347 pages, cloth bound, price delivered in U. S., $3.50 
American Institute Publishing Co., Inc., 135 Cedar Street, New York 
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by ALFRED B, 
this well kaown manual for member 
The new not follow in detail the 
ina! cext by Reynolds aid Thoratoa. The whole 


matter has entirely rewritten, and a great 
many important additions have been made. “The 
conteats now include comprehensive directions far 
handling the problems which atise in the: 


audit. The book comsists of 
pages x 4% Cloth bound. 

UNITED STATES 


be, 


American Poblithing Ca. 
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“9 “or the convenience of members 
and other accountants the American 
institute of Accountants has estab- 
shed a bookshop and mail-order serv- 
ice through which technical books of § 
» publishers are available for sale at 
regular prices. 


7 The necessify of sending sepa- 
rate orders to the respective publishers 
~ books and magazines which may be 
cesired can be avoided by ordering 
through the cenfral agency of fhe 
institute, 


Visitors are welcome at the book- 
shcp on the street floor of the Buiid- &§ 
ing at 135 Cedar Street; New York. &§ 


American tn stitute Publishing Co., Inc. 
135 Cedar Street, New York ~* | 
CFFICLAL PUBLISHERS ANID SELLERS FOR THE 
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